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TARP ACCOUNTABILITY: USE 
OF FEDERAL ASSISTANCE BY 
THE FIRST TARP RECIPIENTS 


Wednesday, February 11, 2009 

U.S. House of Representatives, 

Committee on Financial Services, 

Washington, D.C. 

The committee met, pursuant to notice, at 10 a.m., in room 2128, 
Rayburn House Office Building, Hon. Barney Frank [chairman of 
the committee] presiding. 

Members present: Representatives Frank, Kanjorski, Waters, 
Maloney, Gutierrez, Velazquez, Watt, Ackerman, Sherman, Meeks, 
Moore of Kansas, Capuano, Hinojosa, Clay, McCarthy of New York, 
Baca, Lynch, Miller of North Carolina, Scott, Green, Cleaver, 
Moore of Wisconsin, Hodes, Ellison, Klein, Wilson, Perlmutter, 
Donnelly, Foster, Carson, Speier, Minnick, Adler, Kilroy, Driehaus, 
Kosmas, Grayson, Himes, Peters, Maffei; Bachus, Castle, King, 
Royce, Manzullo, Jones, Biggert, Miller of California, Capito, Hen- 
sarling, Garrett, Barrett, Neugebauer, Price, McHenry, Marchant, 
McCotter, McCarthy of California, Posey, Jenkins, Paulsen, and 
Lance. 

The Chairman. The hearing will come to order. 

Before the clock starts, let me make some procedural announce- 
ments. I don’t know why I said, “let me.” Since I am in charge, I 
will just do it. 

First of all, this is not an audience participation event. There are 
police officers here. We expect this to go well, but we will not have 
disruptions. 

I am a great believer in free speech, but there are time and place 
restrictions that are totally consistent with a free-speech absolutist 
position. Interruptions and shouts will interfere with the discus- 
sion. People are totally free to go outside and to other places during 
the meeting time and say rude things about any or all of us, but 
not during the hearing, and I will enforce that. 

I also will urge people to withhold applause, forced laughter, and 
other interjections, in part because this is a larger committee than 
I wish that it was, and we have a great deal of interest in this sub- 
ject, and I do not want to lose time that we would otherwise be 
able to put to these constructive purposes. I regret the fact that I 
have to take up this time now. 

I will also make the members aware that I am going to be enforc- 
ing the 5-minute rule; and this means the following. After yester- 
day, I remind you of this: Members are entirely free in their use 

( 1 ) 
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of the 5-minute rule to use 4 minutes and 54 minutes speaking, 
and then announcing at minute 4, seconds 55, that they have a 
question, but do not expect an answer. If you leave 8 seconds for 
a complicated answer, you probably won’t get it here. 

I will say, in defense of some of the witnesses, it may be nec- 
essary, if it appears you are unable to answer the questions, it will 
be because haven’t left the time to do it. We will, of course, take 
those answers in writing. 

So I would urge members, if you are asking a question to which 
you want an answer, please leave some time for there to be an an- 
swer. If you just want to say something and ask a rhetorical ques- 
tion, that is your right. It is in the House rules. But I do want to 
explain that I am not going to be allowing people to extend their 
time by leaving a question of some complexity with only a couple 
of seconds to be answered. 

With that, we will begin. I will now start the clock for my own 
strictly enforced 5 minutes. 

The separation of powers becomes relevant here. There is a great 
deal of anger in the country, much of it justified, about past prac- 
tices, and a number of people can legitimately be criticized. There 
is also a concern that there may have been things done for which 
there should be some action, civil recoveries. In some cases, people 
have been talking about prosecution, although I do not mean to 
imply that anyone here faces that. 

The role of the Congress, however, is different. We are not the 
Executive Branch with enforcement powers. We are not the Securi- 
ties and Exchange Commission or the Comptroller of the Currency. 
We are not ourselves regulated. 

We formulate regulatory policy. I believe our major function and 
the purpose of this hearing is to help formulate policy going for- 
ward. Understanding what happened, why it happened, and what 
didn’t happen are essential elements of formulating policy going 
forward. So, yes, this hearing will focus on what has happened, but 
that is in the context, I believe, given our legislative function, of 
trying to devise what we do going forward. 

Now, we have this dilemma. Because I believe an absence of sen- 
sible regulation — not deregulation, but non-regulation — a series of 
new financial activities and, in some cases, entities grew up in our 
country, and those activities did a lot of good. But as will happen 
when you have a total absence of regulation, they also did some 
harm, more harm than almost anybody had anticipated. In con- 
sequence, we are now in a very serious negative economic situation. 

We have two roles. One is to adopt rules that will make it much 
less likely that we will have a repeat of this, and I think that is 
the easier job, intellectually, and I even think politically, because 
of the view in the country. 

But we have to get out from under where we are now, and here 
is the dilemma: There is in the country a great deal of anger about 
the financial institutions, including those represented here. There 
is anger about us. There is anger about the Executive Branch. 
There is a great deal of anger. 

We have this dilemma. It is essential if we are to reverse the eco- 
nomic negativism that we now confront that we, among other 
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things, get the system of extending credit back into its fullest oper- 
ation. 

I suppose, theoretically, you could junk the current system and 
start a whole new one. The amount of time and effort that would 
take would, obviously, make that totally impractical. We have no 
option if we are to get credit flowing again in this country other 
than to work with the existing institutions, not every institution as 
it was originally constituted but with the existing institutions. And 
the problem is that there is a great deal of anger at the institu- 
tions, and it is impossible to get the credit system working again 
without doing some things that will be seen to benefit the institu- 
tions. 

I have said this is the opposite of that terrible problem in war- 
fare of collateral damage, when innocent people are injured in the 
course of trying to obtain a military objective. One of the problems 
we have, gentlemen, is that you are the recipients of collateral ben- 
efit. That is, in an effort to get the credit system functioning, 
things will be done that will be to the benefit of the institutions 
over which you preside because there is no alternative. 

But you need to understand, as I think many of you do, how 
angry that makes people, and in the interests of getting the system 
working again, I urge you strongly to cooperate with us, not grudg- 
ingly, not doing the minimum, but understanding that there is a 
substantial public anger. And alleviating that public anger not with 
mumbo jumbo but with reality is essential if we are going to have 
the support in the country to take the right steps. 

I admired much of Secretary Paulson’s tenure. But beginning 
last September when he asked us for the $700 billion authoriza- 
tion, and I raised the compensation issue, he was very resistant, 
and I must tell you that he blamed you to some extent, not you in- 
dividually, but you as a profession. He said that if we put strict 
compensation restrictions on people, they won’t cooperate. 

I hope that is not true. I hope the argument that people would 
put their own economic self-interest in the narrow term ahead of 
a necessary program to get the country back isn’t the case. We 
need to look at that. We need to talk about it. I think some of you 
have been laggard in understanding that. 

I urge you going forward to be ungrudgingly cooperative and un- 
derstand that these are extraordinary times. We are going to be 
taking and have been taking extraordinary measures which will be 
to the benefit of some of the institutions or all of the institutions 
over which you preside. There has to be on the sense of the Amer- 
ican people that you understand their anger, their frustration, and 
that you willingly cooperate and in fact are willing to make some 
sacrifices so that we can get this whole thing working. 

The gentleman from Alabama. 

Mr. Bachus. Thank you, Mr. Chairman. 

Gentlemen, we in Congress, I think, have screwed up health care 
pretty badly, and K through 12 through our involvement, and now 
we are turning our attention to you, and may God help us and help 
you and all the American people as we do that. 

I think that together it is important that we don’t engage in 
name calling or the blame game, that we take a forward look and 
that we together try to do what is best for the American people. 
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And to a certain extent that is going to be on your part and our 
part, as the chairman said, winning back their trust and their con- 
fidence, and we can best do that by doing it as partners. I hope 
that the questions focus on how we can get this economy moving 
and what your institutions can do. 

I do want to say this as a word of caution. These are several dif- 
ferent institutions, eight different institutions. Some wanted the 
money. Some didn’t want the money. I am not sure the American 
people, I think they are going to look at you as a unit, but I hope 
they don’t do that, because that would be a mistake. Because you 
are all in a different situation. Your financial condition is different, 
and you should not be treated as one. 

I think you and I both agree that we need to get the government 
and government investment out of the banks as soon as we can and 
get about the business of you doing what you do well and with a 
minimum of unnecessary influence and interference from us. 

Thank you very much for your presence. 

The Chairman. I used 5 minutes. The gentleman used 2 min- 
utes. Do you want to go to Mr. Royce? A minute-and-a-half. 

Mr. Royce. Thank you, Mr. Chairman. 

In the United States, the mortgage-backed securities market was 
kick-started and has been sustained here by the activities of what 
we call government-sponsored enterprises. And the first Ginnie 
Mae guaranteed mortgage-backed security was issued back in 
1970, Fannie Mae securitized its first pool in 1981, and Freddie 
Mac issued the first CMO backed by 30-year-fixed mortgage rates 
in 1983. Now, the pool was refinanced with the issue of three class- 
es of securities that matured sequentially. 

We have all watched this evolution as we watched the leveraging 
of 100 to 1 by these institutions and the warnings to us by the Fed- 
eral Reserve that something had to be done, otherwise, it was going 
to create systemic risk. Indeed, we have also watched the demand 
on these institutions, the 10 percent of that $1.5 trillion going to 
loans to people who wouldn’t have the capacity to pay them back, 
and, indeed, we had at least a trillion lost out of Fannie Mae and 
Freddie Mac just out of that. 

National mortgage conduits such as Fannie Mae and Freddie 
Mac do not exist in Europe, and without depth and liquidity of 
MBS, ABS, asset-backed markets, securitization is not as valuable. 
It cannot be as popular, especially when banks have alternative 
techniques for refinancing their mortgage portfolios there. 

For example, in the U.K., it strikes me that is the largest market 
in Europe, for these types of securities, 6 percent of U.K. mortgages 
are securitized. In the United States, right now, it is 60 percent — 
60 percent. And one of the questions I have, and we will listen to 
the testimony here, but to what extent was the securitization proc- 
ess — 

The Chairman. The time allocated — let me be clear. This is an 
allocation that the Minority gave me. The gentleman was given a 
minute-and-a-half. I cleared this with the Minority. This is not ar- 
bitrary. He has other people he wants to deal with. When I do rap 
the gavel, I hope people will understand we are operating within 
the limits of other members getting a fair chance. 
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So the gentleman’s time has expired. The gentleman used an 
extra 38 seconds. 

I will now recognize the gentleman from Pennsylvania for 2 min- 
utes. 

Mr. Kanjorski. Mr. Chairman, today we will learn how some of 
the richest and most powerful men in America are spending bil- 
lions of dollars of taxpayer money. Because some of my colleagues 
will probably ask our witnesses to explain their enormous bonuses 
being issued in a time of great national suffering, I will not do so. 

And because my colleagues will likely inquire as to their owner- 
ship of numerous vacation homes while millions of Americans face 
foreclosure on the only home they have, I will leave that subject 
alone. 

Because some of the members will undoubtedly seek to under- 
stand how you can underwrite frivolous junkets when most Ameri- 
cans would almost do anything to get a job, let alone a vacation, 
I will defer that question, too. 

Instead, I want to know where the money has gone and why it 
went there. My constituents in Pennsylvania regularly ask me why 
you needed their money and how you are using it. This is your op- 
portunity to explain to them just exactly what you are doing, and 
for anyone who contends that you do not need the money and that 
you did not ask for it, please find a way to return that money to 
the Treasury before you leave town. 

As executives at large companies, you once lived in a one-way 
mirror, unaccountable to the public at large and often sheltered 
from shareholder scrutiny. But when you took taxpayer money, you 
moved into a fishbowl. Now everyone is rightly watching your 
every move from every side. Millions are watching you today, and 
they would like some degree of explanation and responsibility. I do, 
too. 

The Chairman. The gentleman from Texas, Mr. Hensarling, is 
recognized for IV 2 minutes. 

Mr. Hensarling. Thank you, Mr. Chairman. 

I believe I will have plenty of opportunities to disagree with our 
President in the next several years, not the least of which is a piece 
of legislation known as the stimulus package that I believe will 
stimulate big government much more so than the economy. But let 
me make a point where I do agree with our President. 

In announcing the executive compensation limits, our President 
said, “This is America. We don’t disparage wealth, we don’t be- 
grudge anybody for achieving success, and we believe success 
should be rewarded. But what gets people upset, and rightfully so, 
are executives being rewarded for failure, especially when those re- 
wards are subsidized by the U.S. taxpayers.” 

I hope that this committee hearing does not turn out to be a time 
for class warfare, but I do hope it becomes a time and an oppor- 
tunity for taxpayer accountability and taxpayer transparency. I be- 
lieve in the hours to come that you gentlemen before me will cer- 
tainly have lots of opportunities to be criticized, castigated, second- 
guessed, and otherwise publicly pillared. 

I have a couple of observations. Number one, some of that will 
be richly deserved. My other observation is that many who dish it 
out to you are also partially responsible for the mess in which we 
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find ourselves now. Outside of the soft money actions of the Fed- 
eral Reserve, no matter how noble the intentions, Federal registra- 
tion — 

The Chairman. I thank the gentleman. 

Mr. Hensarling. I took the chairman at his word. 

The Chairman. Well, I certainly don’t want to discourage that as 
a precedent, so I thank the gentleman. 

The gentlewoman from California for 2 minutes. 

Ms. Waters. Thank you very much, Mr. Chairman. 

This is an important hearing today. The question has been asked 
over and over again, what did the banks do with the taxpayers’ 
money? The taxpayers of America are very, very upset about the 
fact that they allowed the banks to borrow their money, the tax- 
payers’ money, in unprecedented amounts, billions of dollars, and 
when the taxpayers went back to the banks to say, may I have a 
loan, may I have a loan to buy a car, may I have a loan to pay 
my student fees, may I have a loan for a mortgage, the banks are 
saying no. 

To add insult to injury, the banks have sent out notices to credit 
card holders, taxpayers again who have loaned money to the big 
banks, the banks are saying to the credit card holders, oh, we are 
going to increase your interest rates. We know you were paying 13, 
14, 15 percent already, but now it is going to cost you 18, 19, 20 
percent. 

So the taxpayers have lent their money to the big banks, who are 
supposed to be big business persons, expertise in business manage- 
ment, who are failing. They have gone back to ask for some assist- 
ance. They are being denied. 

In addition to that, Mr. Chairman, I want to talk a little bit later 
on when I question about the fact that these banks not only took 
huge amounts of money from the taxpayers under the banner of 
TARP, they then charged and made money, the banks, on the 
money that we gave them, in fees. We have not talked about the 
fees that these banks have made as they processed our money, but 
I am going to reveal here today that they took the money and they 
earned more money on the money that we gave them, instead of 
allowing that money to be managed by others who were waiting to 
participate. 

I yield back. 

The Chairman. I thank the gentlewoman. She almost met the 
gentleman from Texas’ standard. Very close. 

The gentleman from South Carolina, Mr. Barrett, for a minute- 
and-a-half. 

Mr. Barrett. Thank you, Mr. Chairman. 

Gentlemen, normally, I would strongly oppose the nature of this 
hearing. There are few things more dangerous to me than letting 
government run our banks or having a bunch of politicians make 
your business decisions. But now that you have received hard- 
earned taxpayer money, you owe my constituents some explanation 
on how you have gotten yourselves into this position and how you 
spent their money. 

Like other States, South Carolina is struggling and too many of 
my people are losing their jobs due to your actions which have driv- 
en this economy into the ground. Small businesses back home, peo- 
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pie I know, friends I go to church with, are closing their doors, los- 
ing their jobs, and they are not getting bailed out. My folks simply 
haven’t seen the evidence that the money that you were given is 
working or making their lives better. 

So I look forward to this hearing today, and I hope that you gen- 
tlemen will provide us the answers that we all need. 

Thank you, Mr. Chairman. 

The Chairman. The gentlewoman from Illinois for a minute- 
and-a-half. 

Mrs. BlGGERT. Thank you, Mr. Chairman, and thank you for 
holding today’s very important hearing. 

Last year, in December, nearly 2 months ago to the day, I joined 
Republican Leader Boehner and 81 other House Republicans and 
signed a letter requesting this hearing. I am glad that this has fi- 
nally happened. 

We should have had a hearing before passing legislation on the 
Floor to reform TARP. TARP was a rush job. When Congress 
passed the financial rescue passage, it was to stave off a dire and 
immediate threat to our entire economy, and we are by no means 
out of the woods yet. 

Treasury needs to provide much greater transparency and show 
us where the American taxpayers’ money is going before requesting 
more and before rolling out a new plan to use trillions, let me re- 
peat, trillions, more of taxpayer dollars. 

Have the funds been used to get credit flowing again, not just to 
financial institutions but to consumers and small businesses? How 
do we know additional TARP money is needed? Who needs it? How 
much more will be used? 

Only today, for the first time, have we had the opportunity to 
publicly hear about the first $350 billion that was used by the aid 
of the 362 firms, excluding two of the big three auto companies 
across the country that received taxpayer TARP funds. What went 
wrong? Who is to say that we are not putting good money after 
bad? I hope today’s witnesses will shed some light on these looming 
questions. 

And let me be frank: My constituents in Illinois are angry, and 
so am I. We don’t believe that taxpayer money has been spent 
wisely. We don’t have the answers that we need. 

Thank you, and I yield back. 

The Chairman. The gentleman from Georgia, Mr. Scott, for 1 
minute. 

Mr. Scott. Thank you very much, Mr. Chairman. 

I think it is very important that you gentlemen represent the 
heart of our system, the very foundation of our system, and it is 
shaking at the roots. The confidence of the American people is at 
a low ebb. I think if there is one thing that you gentlemen can do 
today it is to illustrate very firmly that what has happened in the 
past, $18 billion of this money, of taxpayer money going out to you, 
is an aberration and to send a very important message to the 
American people that you understand this is not the Congress’ 
money, it is not your money, this is money that is coming directly 
from the pockets of American taxpayers, but, more importantly, it 
is coming from our grandchildren and our children’s indebtedness. 
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The future foundation of our economic system is going to weigh 
on this hearing today. Because at the heart of it is confidence. If 
we leave here today knowing that we have restored the confidence 
of the American people, then this hearing will be most certainly 
worth it. 

Thank you. 

The Chairman. The gentleman’s time has expired. 

The gentlewoman from Kansas for IV 2 minutes. 

Ms. Jenkins. Thank you, Mr. Chairman. 

Our economy continues to lag. Every day, Americans struggle to 
pay their mortgages and put food on the table while their home 
values drop. Businesses have had to scale back, forcing massive 
layoffs and furloughs. There is no question times are tough. 

Congress has had to act quickly to make difficult policy decisions 
in uncharted territory, yet those circumstances do not give govern- 
ment a blank check. Times like these call for increased scrutiny be- 
fore rushing to spend billions of hard-earned taxpayer dollars on 
programs which may not effectively address the root of the prob- 
lems we face. 

Today, we will hear from institutions that received billions in 
government aid. The question remains, was $700 billion in TARP 
funds a wise use of taxpayer dollars and effective in its mission to 
return stability to financial markets, and this on top of actions by 
the Federal Reserve, the FDIC, and others with a price tag well 
into the trillions? 

My constituents in Kansas sent me to Washington with a clear 
mandate to protect the dollars they send to Washington. Being 
tight-fisted with taxpayer dollars should not lead to inaction but to 
increased accountability, transparency and scrutiny. Congress in- 
jected hundreds of billions in TARP dollars. I am eager to hear 
from today’s witnesses on progress or lack thereof on reviving our 
struggling economy and financial markets. 

I yield back the balance of my time. Thank you. 

The Chairman. The gentleman from Texas is recognized for 1 
minute. 

Mr. Neugebauer. I thank the chairman. 

I look forward to this panel today. I think I can maybe call this 
a shareholders meeting, because, although I didn’t vote for the 
TARP program, the American taxpayers have put money into your 
entities. So I think what they are going to be looking forward to 
hearing from the CEO’s who are managing their money is how are 
we doing. 

I think one of the things that concerns me is that there was a 
lot of criticism of the GSE format in our country of government- 
sponsored entities, where we had basically competing interests. We 
had shareholders, and we had basically political interests. Unfortu- 
nately, that was a flawed model, but yet we have now employed 
that model for the rest of the financial industry. 

So instead of calling you GSEs, I am going to call you TSEs, and 
that is taxpayer-supported entities. I don’t support that model. I 
think it is a flawed model because it is a competing interest. But 
now that the American people are your shareholders there is a new 
accountability structure that will come, and I hope today you will 
be able to articulate how this money that the American people 
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have invested in your entities has benefited you. But, more impor- 
tantly, what they want to hear is what it is doing for them. So I 
look forward to the testimony today. 

The Chairman. Finally, I ask for a unanimous consent request 
for the gentleman from Texas, Mr. Green. 

Mr. Green. Thank you, Mr. Chairman. 

I ask by unanimous consent that H.R. 387 be placed in the 
record, the TARP Accountability Act, which will deal with trans- 
parency in lending as it relates to the TARP funds. 

The Chairman. Without objection, it is so ordered. 

That I believe is the bill that passed as an amendment before the 
House by the gentleman, Mr. LaTourette. 

Mr. Green. Yes, Mr. Chairman, that is correct. 

The Chairman. We will now hear from our witnesses. 

I will begin — I don’t know what order. It appears to be alphabet- 
ical. Yes, it appears to be alphabetical, so no one will read any sig- 
nificance into it. 

I will begin at the top of the alphabet with Mr. Blankfein. 

STATEMENT OF LLOYD C. BLANKFEIN, CHIEF EXECUTIVE 
OFFICER AND CHAIRMAN, GOLDMAN SACHS & CO. 

Mr. Blankfein. Chairman Frank, Ranking Member Bachus, and 
members of the committee, I appreciate the opportunity to appear 
before you. 

It is abundantly clear that we are here amidst broad public 
anger at our industry. Many people believe, and in many cases jus- 
tifiably so, that Wall Street lost sight of its larger public obligations 
and allowed certain trends and practices to undermine the finan- 
cial system’s stability. We have to regain the public’s trust and do 
everything we can to help mend our financial system to restore sta- 
bility and vitality. Goldman Sachs is committed to doing so. 

We take our responsibility as a recipient of TARP funds very se- 
riously. We view the TARP as important to the overall stability of 
the financial system and, therefore, important to Goldman Sachs. 

We serve a number of important roles, including that of advisor, 
financier, market maker, asset manager, and co-investor. Our busi- 
ness is institutionally dominated, with the vast majority of our cap- 
ital commitments made on behalf of corporations and institutional 
investors. We are not engaged in traditional commercial banking 
and are not a significant lender to consumers. 

As a financial institution focused on this wholesale client base, 
Goldman Sachs actively provides liquidity to institutions which 
helps the capital markets function. In short, our businesses require 
that we commit capital, and our ability to do so has been enhanced 
since receiving this investment under the Capital Purchase Pro- 
gram. 

As a financier, clients frequently expect our advice to be accom- 
panied by access to the capital necessary to make that advice ac- 
tionable and practical. For instance, we often provide backstop or 
contingent credit, such as a commitment to make a bridge loan, 
until other sources of more permanent capital can be arranged. 

Since receiving the $10 billion of capital on October 27th and 
through January, 2009, Goldman Sachs has committed over $13 
billion in new financing to support our clients. This compares with 
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$4.5 billion in the 3 months prior to receiving the government’s in- 
vestment. 

For example, we put our capital to work on behalf of Sallie Mae 
to allow them to provide more than $1.5 billion of student loans. 
We made a significant investment in the C.J. Peete Department’s 
housing complex, a mixed-income housing project in New Orleans. 
We also committed capital to Verizon Wireless, Pfizer, and a num- 
ber of other significant corporations. 

As a market maker, we provide the necessary liquidity to ensure 
that buyers and sellers can complete their trades. In dislocated 
markets we are often required to deploy our capital to hold client 
positions over longer term while the transaction is completed. Last 
month, for instance, we provided short-term liquidity to a portion 
of the mortgage market through a large agency mortgage trans- 
action. This significant extension of our capital helped keep mort- 
gage rates from increasing by allowing billions of dollars of mort- 
gage securities to be financed. 

We also are an active co-investor with our clients. Over the sum- 
mer, we established a $10.5 billion senior loan fund which makes 
loans to companies in need of capital. The fund invests both our 
own capital and that of our clients. Already, it has made approxi- 
mately $5 billion in commitments. 

The committee has also asked us to address our compensation 
policies and practices. Since we became a public company, we have 
had a clear and consistent compensation policy. We pay our people 
based on three factors: the performance of the firm; the perform- 
ance of the business unit; and the performance of the individual. 
We believe this approach has incentivized our people to act in a 
way that supports the firm as a whole and to not be narrow-mind- 
ed about their specific division or business unit. 

More broadly, it has produced a strong relationship between com- 
pensation and performance. From 2000 to 2007, Goldman Sachs’ 
earnings grew twice as fast as our aggregate compensation ex- 
penses. For our 9 full years as a public company, which includes 
an exceptionally difficult 2008, the firm generated an average re- 
turn on equity of 21 percent for our shareholders. 

While the firm produced a profit of $2.2 billion in 2008, our reve- 
nues were down considerably. End-of-year bonuses were down an 
average of 65 percent. Our most senior people, the firm’s 417 part- 
ners, were down 75 percent. The bulk of compensation for our sen- 
ior people is in the form of stock which vests over time. 

I would also note that Goldman Sachs has never had golden 
parachutes, employment contracts, or severance arrangements for 
its executive officers. 

We also recognize that having TARP money creates an important 
context for compensation. That is why in part our executive man- 
agement team requested not to receive a bonus in 2008, even 
though the firm produced a profit. 

Mr. Chairman, our firm recognizes the extraordinary support the 
government has provided to the financial markets and to our in- 
dustry. We will live up to the spirit and letter of the responsibil- 
ities our regulators, the Congress and the public expect of us, and 
we will do so whether we still have TARP funds or not. 
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We appreciate that the TARP funds were never intended to be 
permanent capital. When conditions allow and with the support of 
our regulators and Treasury, we look forward to paying back the 
government’s investment so that money can be used elsewhere to 
support our economy. 

Thank you. 

[The prepared statement of Mr. Blankfein can be found on page 
113 of the appendix.] 

The Chairman. Next, Mr. Dimon. 

STATEMENT OF JAMES DIMON, CHIEF EXECUTIVE OFFICER, 
JPMORGAN CHASE & CO. 

Mr. Dimon. Chairman Frank, Ranking Member Bachus, and 
members of the committee, my name is Jamie Dimon. I am the 
chairman and CEO of JPMorgan Chase. I look forward to today’s 
discussion and ask that my complete written statement be entered 
into the hearing record. 

The Chairman. Without objection, all statements and any sup- 
porting material from any of the witnesses will be made a part of 
the record. 

Mr. Dimon. I would like to highlight a few key points to my writ- 
ten testimony. 

First, JPMorgan is lending. Through our 5,000 branches in 23 
States, we continue to provide credit to tens of millions of cus- 
tomers, including individual customers, nearly 2 million small busi- 
ness clients, large corporations, other banks, not-for-profits and 
States and municipalities. 

While we did not seek the $25 billion TARP funds we received 
on October 28, 2008, it strengthened our already strong capital 
base which is the foundation of all of our lending activities. We are 
putting that money to use in a way that respects the spirit of 
TARP while maintaining the safe and sound lending practices and 
strong balance sheet that has helped to make and to keep 
JPMorgan a healthy and vibrant company, a company that employs 
224,000 people worldwide, gives away $100 million a year to char- 
ity, and pays approximately $10 billion in tax to State, local, and 
the Federal Government over the last 10 years each. 

Over 50 million Americans own our stock, and our stockholders 
include people from all walks of life: retirees; teachers; union mem- 
bers; and our own employees. We feel a deep obligation to honor 
this faith in us, including the investment the government made to 
us in TARP, by maintaining prudent underwriting standards. 

In the fourth quarter, despite reduced customer demand for cred- 
it, we made over $150 billion in new loans. In addition, we lent an 
average of $50 billion every night to other banks. 

Also during the fourth quarter, we purchased almost $60 billion 
of mortgage-backed and asset-backed securities, which had the ben- 
efit of supporting the agency debt markets and promoting liquidity 
in the housing capital markets. 

Overall, in the fourth quarter, our consumer loan balances in- 
creased by 2.1 percent compared to the third quarter, while overall 
personal consumption expended in the country decreased by 2.3 
percent. That is to say we lent more even as customers were cut- 
ting back their spending during the quarter. 
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Second, JPMorgan is committed to keeping borrowers in their 
homes by making sustainable, properly underwritten loan modifica- 
tions, in some instances even before a default occurs. We have ex- 
tended our modification efforts to cover not only the mortgages we 
own but also the investor-owned loans that we service, about $1.1 
trillion of loans. We believe we will avert 650,000 foreclosures by 
the end of 2010. 

We believe it is the right approach to the consumer and for the 
stability of our financial system as a whole. Homeowners should 
have equal access to a sustainable mortgage modification without 
having to resort to bankruptcy and put their credit histories at 
risk. We urge Congress and the Administration to help adopt a uni- 
form national standard for loan modification programs. 

Third, JPMorgan has been willing to take very significant actions 
to help stabilize the financial system, and we stand ready to do our 
part going forward. In March of 2008, at the request of the U.S. 
Government, we worked to prevent an uncontrolled collapse of 
Bear Stearns. In September of 2008, we were the only bank pre- 
pared to acquire the assets of Washington Mutual after the FDIC 
seized that institution. Taken together, these two transactions 
saved nearly 40,000 jobs and prevented further market instability. 

Finally, it must be said that today’s economic crisis is the result 
of a lot of mistakes made by a lot of people and all of us who are 
here today, and many who are not here, bear some measure of re- 
sponsibility for the current state of the financial markets. The on- 
going financial crisis exposed significant deficiencies in our current 
regulatory system which is fragmented and overly complex. There 
is a great deal we need to address to overcome these weaknesses. 

We agree with Chairman Frank that Congress and the President 
should move ahead quickly to establish a systematic risk regulator. 
In the short term, this will allow us to address in our system and 
fill the gaps in regulation that contributed to the current situation. 

There are tremendous challenges facing the financial services in- 
dustry and the American economy, but the United States has faced 
serious problems before. The measure of strength for a country and 
a company is not whether or not there are problems. It is how they 
deal with those problems, overcome them, identify them, and move 
on. I am confident that we will do this again and we will all emerge 
better because of it. 

Thank you. I look forward to your questions. 

[The prepared statement of Mr. Dimon can be found on page 120 
of the appendix.] 

The Chairman. Next, Mr. Robert Kelly. 

STATEMENT OF ROBERT P. KELLY, CHAIRMAN AND CHIEF 
EXECUTIVE OFFICER, BANK OF NEW YORK MELLON 

Mr. Kelly. Mr. Chairman, Ranking Member Bachus, and mem- 
bers of the committee, my name is Bob Kelly. I am chairman and 
CEO of The Bank of New York Mellon. I appreciate the opportunity 
to speak with you about our participation in the Capital Purchase 
Program. 

The business model of The Bank of New York Mellon is quite dif- 
ferent from a traditional retail or commercial or investment bank. 
In contrast to most of the companies here today, our business 



13 


model does not focus on the broad retail market or commercial 
banking or investment banks, and we don’t focus on mortgages, 
credit cards, or auto loans. In fact, we don’t do typical lending to 
corporate businesses. 

A good way to think of The Bank of New York Mellon is we are 
a bank for banks. We are an infrastructure bank. The lion’s share 
of our business is dedicated to helping other financial institutions 
be more successful around the world. We invest mutual fund and 
pension monies, and we administer the complex back-office proc- 
esses. We also provide critical infrastructure for the global financial 
markets by facilitating the movement of money and securities 
through the markets. Finally, we provide some financing to other 
banks so they can make mortgages and other loans and other in- 
struments available to consumers and businesses. 

You should know that we were profitable every quarter last year, 
and we paid over $4 billion in income and other taxes globally. 
While some of our assets were invested in mortgage-backed securi- 
ties which did incur losses, they have been more than offset by our 
profits throughout the year. We continue to have the highest debt 
ratings of U.S. banks rated by Moody’s, and we have the second 
highest rating by Standard and Poor’s. 

In October, the Treasury allocated to us $3 billion of the $350 
billion allocated to date. The financial markets were very dan- 
gerously in total gridlock at the time and deteriorating rapidly. We 
were in a deep financial crisis at that time. We understood that a 
clear goal at the time was to have a range of institutions, including 
relatively healthy companies like The Bank of New York Mellon, 
participate in the Capital Purchase Program, removing any stigma 
that might be associated with accepting Treasury capital and help- 
ing reassure the markets of the stability of the financial system. 
We were strongly encouraged to participate, and we did very quick- 
ly. 

In exchange for the $3 billion investment, the U.S. Government 
received preferred stock and warrants, and we agreed to pay the 
government $150 million a year in dividends until we repaid the 
$3 billion. The $3 billion in capital that we received from Treasury 
allowed us to do quite a bit more than we would have otherwise 
to improve the movement of funds in the financial markets. 

We purchased $1.7 billion in mortgage-backed securities and de- 
bentures issued by the U.S. Government through the government- 
sponsored agencies. This helped to increase the amount of money 
to lend to qualified borrowers in the residential housing market. 

We purchased $900 million of debt securities of other healthy fi- 
nancial institutions to improve liquidity and help them lend to con- 
sumers and businesses. 

And we used the remaining $400 million for interbank lending 
to other healthy financial institutions. Again, it was both liquidity, 
funding, and stability. 

We have not used any of the funds to pay dividends, bonuses, or 
compensation of any kind, nor will we. In fact, we will not use any 
of the funds to make acquisitions either. 

We still have a long way to go to get the credit markets and the 
U.S. economy functioning properly again. Bank capital must be re- 
built, low-quality assets must be sold or written off, sound lending 
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must occur, and confidence in our system must be restored. The 
Bank of New York Mellon will not only repay the $3 billion to the 
Treasury, but we also fully intend to deliver a very good return on 
investment for taxpayers. 

Thank you. 

[The prepared statement of Mr. Kelly can be found on page 125 
of the appendix.] 

The Chairman. Mr. Lewis. 

STATEMENT OF KEN LEWIS, CHAIRMAN AND CHIEF 
EXECUTIVE OFFICER, BANK OF AMERICA 

Mr. Lewis. Thank you, Mr. Chairman, Congressman Bachus. 

I would like to start by making two key points: First, all of us 
at Bank of America understand the responsibilities that come with 
access to public funds. Taxpayers want to see how we are using 
this money to restart the economy and want us to manage our ex- 
penses carefully. These expectations are appropriate, and we are 
working to meet them. 

Second, as we manage our business going forward, we are doing 
our best to balance the interests of customers, shareholders, and 
taxpayers. But the fact is, it is in all of our interests that banks 
lend as much as we responsibly can, maximizing credit while mini- 
mizing future losses. That is how consumers and businesses can 
prosper. It is how investors, including taxpayers, can earn returns. 

Bank of America serves more than half of all U.S. households 
and millions of businesses. We know that the health and strength 
of our company depends on the health and strength of the U.S. 
economy. We have every incentive to lend and, despite recessionary 
headwinds, we are lending. 

In the fourth quarter alone, we made more than $115 billion in 
new loans to consumers and businesses. We also renewed about 
$70 billion in credit lines and made some bulk purchases of loans 
to reach a total of $181 billion in total lending activity, which was 
included in our TARP report. We also reaffirmed three 10-year, na- 
tionwide goals that are critical to the health of our communities: 
$1.5 trillion for community development lending, $2 billion in phil- 
anthropic giving, and $20 billion in environmental lending and in- 
vestment. 

We are working to keep people in their homes. While Bank of 
America exited subprime lending in 2001, we inherited a substan- 
tial portfolio when we acquired Countrywide. We modified 230,000 
loans in 2008 and have more than 5,000 associates working full 
time with homeowners to meet our target of up to 630,000 loan 
modifications. We remain committed to investing in our commu- 
nities and are proud of our six consecutive CRA outstanding rat- 
ings. 

Last fall, at the urging of the U.S. Government, Bank of America 
accepted $15 billion in TARP money. Additionally, the government 
agreed to provide $10 billion to Merrill Lynch and an additional 
$20 billion to enable the closing of our acquisition and thereby pre- 
vent another shock to the financial system. We will make our first 
dividend payment to the Treasury of more than $400 million next 
week, we will pay about $2.8 billion in interest for the year, and 
we intend to pay all the TARP funds back as soon as possible. 
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But we understand that taxpayers are angry, and they deserve 
to know how their funds are being used. We recently announced 
that we will regularly make a full report to the public about our 
business activities in 10 categories that are important to the Na- 
tion’s economic recovery. The $115 billion in new loans we made 
last quarter is a good example. But it is obviously not the whole 
story. 

The real issue I believe is this: Taxpayers feel, and rightfully so, 
that if a bank is receiving public money, all its financial decisions 
should signal a conservative, sober, and frugal approach to the fi- 
nancial health of the company. 

I will simply say this: Bank of America has for years been the 
most financially efficient large bank in the country. When we ex- 
pend resources, we do so only after careful analysis of how that ex- 
penditure will strengthen our business and generate returns for in- 
vestors, now including U.S. taxpayers. Our core business is strong. 
Even in the midst of a deepening recession, we earned more than 
$4 billion last year. Even so, that performance was disappointing, 
and I therefore recommended to our Board of Directors, and they 
agreed, that we would pay no year-end compensation to me or any 
of our most senior executives for 2008. Executives at the next tier 
down had their year-end incentive payments cut by an average of 
80 percent. 

The financial services industry is undergoing wrenching change. 
Now is a good time to remind ourselves that we play a supporting 
role in the economy, not a lead role. Our job is to help the real cre- 
ators of economic value — people who make things and people who 
use them — get together and do business. We bankers should find 
some humility in that. 

This is also a time for getting out there in the marketplace and 
making every good loan we can to boost the economy and restore 
confidence to the markets. It is a time for determination in the face 
of our generation’s greatest economic challenge. 

Thank you. 

[The prepared statement of Mr. Lewis can be found on page 129 
of the appendix.] 

The Chairman. Mr. Logue. 

STATEMENT OF RONALD E. LOGUE, CHAIRMAN AND CHIEF 
EXECUTIVE OFFICER, STATE STREET CORPORATION 

Mr. Logue. Mr. Chairman, Ranking Member Bachus, and mem- 
bers of the committee, thank you for inviting me here to testify 
today. I appreciate this committee’s critical role in overseeing the 
taxpayers’ investment in State Street, and we are pleased to have 
an opportunity to describe our use of that investment. 

State Street Corporation is one of the world’s largest providers 
of services to institutional investors such as mutual funds, pension 
funds, endowments, and foundations. Unlike more traditional 
banks, we do not directly provide ordinary retail banking services, 
including mortgages, credit cards, or other consumer credit. We 
have no retail branches. 

Our loan activity primarily relates to the provision of credit and 
liquidity to our core customer base of institutional investors. Our 
role enables the investment process to run smoothly and as in- 
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tended and ultimately to help our customers’ customers, citizens 
with savings, average Americans, to be able to access their invest- 
ments when they need to. 

With this unique role, even prior to the receipt of the Capital 
Purchase Program funds, we were responding to the market tur- 
moil following the collapse of Lehman Brothers in September by in- 
creasing our provision of liquidity and credit to our core institu- 
tional investor customer base. And even with the increased chal- 
lenges presented to the post-Lehman financial markets, State 
Street was profitable in all four quarters of 2008, and we also ex- 
pect to be profitable in 2009. 

I believe State Street was asked to be one of the first banks to 
participate in the Capital Purchase Program because of our unique 
and critical role as the back office for the global securities industry. 
Our $2 billion investment from the Capital Purchase Program was 
announced on October 14th, and shortly afterwards, I set a goal to 
immediately deploy $2 billion in additional capacity to our institu- 
tional investor customers. 

For example, following the collapse of Lehman Brothers, many 
mutual funds faced increased demands for redemptions. Our provi- 
sion of liquidity to these funds helped to ensure that investors in 
these funds had access to their money when they needed it. As of 
the end of January, we have approved more than $1.5 billion in li- 
quidity requests for 19 customers representing hundreds of mutual 
funds, and we can and do account for every dollar. 

Let me state categorically that we have not used Capital Pur- 
chase Program funds for employee compensation or dividend pay- 
ments. We have also implemented all applicable executive com- 
pensation restrictions and requirements. In recognition of the un- 
precedented circumstances the industry is facing, I am foregoing 
incentive compensation for 2008 along with six other members of 
our leadership team. We have also imposed a salary freeze and re- 
duced by 50 percent overall incentive compensation for all but our 
most junior employees. 

In conclusion, we believe our use of the Capital Purchase Pro- 
gram funds follows the intent of Congress consistent with our role 
in the marketplace. Specifically, we focused on providing badly 
needed credit and liquidity to our core institutional customer base, 
which in turn helps to enable individuals to have access to their 
investments or retirement funds during this time of unprecedented 
turmoil. 

I would be pleased to answer any questions. 

[The prepared statement of Mr. Logue can be found on page 134 
of the appendix.] 

The Chairman. Mr. Mack. 

STATEMENT OF JOHN J. MACK, CHAIRMAN AND CHIEF 
EXECUTIVE OFFICER, MORGAN STANLEY 

Mr. Mack. Mr. Chairman, Ranking Member Bachus, and mem- 
bers of the committee, I appreciate the opportunity to speak to you 
today about our role in the TARP program — 

The Chairman. Could you turn your microphone on? 

Mr. Mack. I was trying to pull a fast one. I am sorry. I will skip 
the prelims then. 
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Thank you for having me here. I look forward to answering ques- 
tions and really talk about how we use our TARP capital with this 
credit squeeze that is hitting the American economy. Also, I would 
like to discuss some of the changes we are making at Morgan Stan- 
ley as well as the broader reforms we would urge you to restore 
confidence in our industry and the markets. 

The events of the past months have shaken the foundation of our 
global financial system, and they have made clear the need for pro- 
found changes to that system. At Morgan Stanley, we have dra- 
matically brought down leverage, increased transparency, reduced 
our level of risk, and made changes to how people are paid. 

We have maintained a high level of capital through the crisis. 
Before the TARP investment, our Tier 1 capital ratio, a key meas- 
ure of regulatory capital, was approximately 15 percent, one of the 
highest in the industry. We also delivered positive results for 2008 
to our shareholders. 

But we didn’t do everything right. Far from it. And make no mis- 
take, as head of the firm, I take responsibility for our performance. 
I believe that both our firm and our industry have far to go to re- 
gain the trust of taxpayers, investors, and public officials. As a re- 
cipient of an investment from the U.S. Government, we recognize 
our serious responsibilities to the American people. It is our goal 
and our desire to repay the taxpayers in full as soon as possible. 

Morgan Stanley’s business, in contrast to some of our peers, has 
always been focused primarily on institutional and corporate cli- 
ents, and our business model is less about lending than about help- 
ing companies raise debt and equity in the capital markets. 

Between October and December, we increased the total debt 
raised for clients as lead manager nearly fourfold. Indeed, during 
the fourth quarter, we helped clients raise $56 billion in debt to in- 
vest in their business, including American companies like Pepsi 
and Time Warner Cable. We have also helped clients raise $40 bil- 
lion in equity to fund their businesses, including a major capital 
raise for GE, and we made $10.6 billion in new commercial loans. 
In our much smaller retail business, Morgan Stanley made $650 
million of commitments to lend to consumers during the last 3 
months of 2008. 

I have told you how we are putting TARP capital to work, and 
we are also filing monthly reports with Treasury detailing our use 
of capital. But I should also tell you what we haven’t done with 
TARP funds. We have not used it to pay compensation, nor did we 
use it to pay any dividends or lobbying costs. 

I know the American people are outraged about some compensa- 
tion practices on Wall Street. I can understand why, and I couldn’t 
agree more that compensation should be closely tied to perform- 
ance. 

At Morgan Stanley, the most senior members of the firm, includ- 
ing myself, did not receive any year-end bonus in 2008. I did not 
receive a bonus in 2007 either, and I have never received a cash 
bonus since I have been the CEO of Morgan Stanley. The only 
year-end compensation I have ever received was paid in Morgan 
Stanley equity, so my interests are aligned with shareholders. 

We also were the first U.S. bank to institute a “clawback” provi- 
sion that goes beyond TARP requirements. It allows us to reclaim 
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pay from anyone who engages in detrimental conduct or causes sig- 
nificant financial loss to our firm, and we are tying future com- 
pensation more closely to multiyear performance. 

We have much work to do in our industry and across the mar- 
kets. Real problems remain that are preventing economic recovery. 
We need to find ways to increase lending and restore consumer and 
market confidence. Perhaps most importantly, we need to enact re- 
forms to the most fundamental issues laid bare by the recent tur- 
moil: 

First, we need to fundamentally improve systemic regulation. 
Our fragmented regulatory structure simply hasn’t kept pace with 
the increasingly complex and global market. I agree with your pro- 
posal, Mr. Chairman, to create a systemic risk regulator. 

Second, we need greater transparency in our financial markets, 
both for investors and regulators. To regain trust in the markets, 
investors and regulators need a fuller and clearer picture of the 
risks posed by increasingly complex financial instruments. 

Morgan Stanley shares your desire to restore faith in our finan- 
cial markets and get the American economy going again. We know 
that won’t be easy, and we know it will take time, but we are com- 
mitted to working closely with you as well as our regulators and 
other market participants to achieve these important goals. 

Thank you, Mr. Chairman. 

[The prepared statement of Mr. Mack can be found on page 139 
of the appendix.] 

The Chairman. Mr. Pandit. 

STATEMENT OF VIKRAM PANDIT, CHIEF EXECUTIVE OFFICER, 

CITIGROUP 

Mr. Pandit. Mr. Chairman, Ranking Member Bachus, and mem- 
bers of the committee, I am Vikram Pandit, chief executive officer 
of Citigroup, and I appreciate this opportunity to speak with you 
today. 

Americans from all walks of life are facing crippling economic 
hardship. Foreclosures, lost savings, and widespread layoffs are 
having a devastating impact on millions of Americans. Institutions 
are searching for ways to respond to this crisis. 

Against that backdrop, the American people are right to expect 
that we use the TARP funds responsibly, quickly, and trans- 
parently to help Americans. They also have a right to expect a re- 
turn on this investment. 

I know that the TARP funding decision was difficult for Con- 
gress, but I intend to make sure that, when it comes to Citi, you 
will look back on it and know that it was the right decision for the 
Nation and also for the American taxpayers. 

Last week, we published this report. This describes exactly how 
we are using TARP funds to expand the flow of credit. We posted 
the report on online, and we will update it each quarter. 

In late December, utilizing TARP capital, we authorized our line 
businesses to provide $36.5 billion of new lending initiatives and 
new programs. These programs are expanding mortgages, personal 
loans, lines of credit for individuals, families and businesses, and 
creating liquidity in the secondary markets. Our TARP report ex- 
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plains these efforts in detail, and I would ask to submit it as an 
addendum to this testimony. 

More generally, in the fourth quarter of 2008, we provided ap- 
proximately $75 billion in new loans to U.S. consumers and busi- 
nesses, a significant commitment given the difficult economic envi- 
ronment, and we will continue our lending activities in 2009 in a 
responsible and disciplined way. 

Since the start of the housing crisis in 2007, we have worked suc- 
cessfully with approximately 440,000 homeowners to help them 
avoid foreclosures. We are also adopting the FDIC’s streamlined 
model for loan modification programs. In the last year, we have 
kept approximately 4 out of 5 distressed borrowers in their homes. 
We have extended our foreclosure moratorium to help millions of 
other eligible homeowners whose mortgages we service, and we 
continue to reach out to homeowners who may be experiencing fi- 
nancial difficulty despite being current on their payments. 

These efforts demonstrate that we are committed to supporting 
American businesses and helping families stay in their homes. 

Equally important, we are committed to providing the American 
public with a return on its investment in Citi. We will pay the U.S. 
Government $3.4 billion in annual dividends on that investment, 
and our goal, my goal, is to make this a profitable investment for 
the American people as soon as possible. The best way for us to 
make this happen is to return our company to profitability. 

When I became CEO a little bit more than a year ago, I de- 
manded accountability. I removed the people responsible for Citi’s 
financial distress. I formed a new management team. I restruc- 
tured the company. I streamlined our core businesses. I installed 
new risk processes and new risk personnel. And I will continue to 
make the decisions necessary to put the company on a strong foot- 
ing. 

Mr. Chairman, the world is changing very fast, and we need to 
acknowledge and embrace this new world very quickly. We under- 
stand that the old model no longer works and the old rules no 
longer apply. 

I would also like to say something about the airplane that was 
in the news. We did not adjust quickly enough to this new world, 
and I take personal responsibility for that mistake. In the end, I 
canceled delivery. We need to do a better job of acknowledging and 
embracing the new realities. Let me be clear with the committee, 
I get the new reality, and I will make sure Citi gets it as well. 

One final note, Mr. Chairman. Our responsibility is to promote 
the recovery of our financial system and benefit our shareholders. 
We will continue to do everything we can in that regard at this 
critical moment in history. We will hold ourselves accountable, and 
that starts with me. I am personally accountable. My goal is to re- 
turn Citi to profitability as soon as possible, and I have told my 
board of directors that my salary should be $1 per year with no 
bonus until we return to profitability. 

Thank you, Mr. Chairman. I look forward to your questions. 

[The prepared statement of Mr. Pandit can be found on page 142 
of the appendix.] 

The Chairman. Mr. Stumpf. 
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Before the gentleman — this is a very important subject. We are 
getting kind of a buzz of conversation. It accumulates. I would ask 
people to please keep down the conversation. I am talking about us 
up here. If you have to talk, go somewhere else. It is getting a little 
distracting. 

Mr. Stumpf? 

STATEMENT OF JOHN STUMPF, PRESIDENT AND CHIEF 
EXECUTIVE OFFICER, WELLS FARGO & COMPANY 

Mr. Stumpf. Mr. Chairman, Ranking Member Bachus, and mem- 
bers of the committee, I am John Stumpf, president and CEO of 
Wells Fargo & Company. 

Our company has been serving customers for going on 158 years. 
We are virtually in all businesses, and our team members are in 
all different States of the United States. We are a community bank. 
We have 281,000 team members. They live and work in thousands 
of communities, big and small, across North America. I have been 
a community banker with our company for almost 3 decades. I per- 
sonally have lived and worked in places in Minnesota, Colorado, 
Texas, and now California. 

Across the country, many of our customers are facing difficult 
times. We are very proud that Wells Fargo has been open for busi- 
ness for our customers. In the last 18 months, when many of our 
competitors retrenched, Wells Fargo made $540 billion in new loan 
commitments and mortgage originations. Last quarter alone, we 
made $22 billion in new loan commitments and $50 billion in new 
mortgages, a total of $72 billion in new loans. That is almost 3 
times what the U.S. Treasury invested in Wells Fargo. 

With the merger, we have reopened lines of credit to some 
Wachovia customers who previously had been denied credit. We do 
business and lend money the old-fashioned way: responsibly and 
prudently. As a result, we earned a profit last year of almost $3 
billion. 

We understand the very important responsibility that comes with 
receiving public funds. We are always careful stewards of our 
shareholders’ money. The investment by the government is being 
used in the same prudent way. We have never been wasteful. We 
spend money to support business and make profit for our investors, 
and we are frugal. 

Last year, our overall corporate expenses actually declined 1 per- 
cent while our revenue rose by over 7 percent. We said from the 
start that we will use the government’s investment to help make 
more loans to credit-worthy customers. We said we would use the 
funds to find solutions for our mortgage customers who are late on 
their payments or facing foreclosure so they can stay in their 
homes. We also said we would report on our progress. We have 
done just that. 

We recently announced our first dividend payment to the tax- 
payers of more than a third of a million dollars. We are Americans 
first, and we are bankers second. So we see this taxpayer invest- 
ment first and foremost as an investment in the future economic 
growth of our country. We are proud to be an engine for that 
growth. In the last quarter of 2008, we had double-digit loan 
growth in areas like student loans, agricultural loans, middle mar- 
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ket commercial loans, SBA or Small Business Administration 
loans, and commercial real estate loans. 

Now, as to mortgages, last year we made $230 billion in mort- 
gage loans to 1 million customers — half for purchases and half for 
refinances to lower mortgage payments. At year end, we had $71 
billion of mortgages still in process, up three-fold annualized from 
the third quarter, a sign of strong momentum going into 2009. 

Our mortgage lending is built on solid underwriting and respon- 
sible servicing. Because of that, 93 out of every 100 of our mortgage 
customers are current on their mortgage payments. That perform- 
ance is consistently better than the industry average. 

In 2008, we nearly doubled our team dedicated exclusively to 
helping customers stay in their homes, which improved our out- 
reach. Because of that, we were able to contact 94 of every 100 cus- 
tomers who are 2 or more payments past due on their mortgages. 
Of those we contacted, we were able to work out a solution for 7 
out of 10 of those we contacted. 

This resulted in our being able to deliver 706,000 solutions to 
Americans, avoiding foreclosure, during the last year-and-a-half 
alone. That is 22 percent of the 3.2 million solutions reported by 
the industry. Last quarter alone, we provided 165,000 solutions to 
our mortgage customers. That was 3 times as many as the last 
quarter of 2007. 

Across the country, we are partnering with real estate agents, 
cities, and nonprofits to speed up the selling of bank-owned prop- 
erties so they can become once again owner-occupied. 

Mr. Chairman, and members of the committee, thank you, and 
I would be happy to answer your questions. 

[The prepared statement of Mr. Stumpf can be found on page 189 
of the appendix.] 

The Chairman. Mr. Stumpf, before my time starts, let me just — 
I think you said a third of a million and you meant a third of a 
billion. 

Mr. Stumpf. A billion. 

The Chairman. It was $371 million. Let me just make sure we 
have that corrected. 

Let me announce before, again, I get to my questions, I think 
this will be as important today in dealing with the economy of this 
country as we are likely to have, in many ways, short of voting on 
major things. I am, therefore, going to ask the witnesses — my in- 
tention would be — it is a large committee, there is a great deal of 
interest. I appreciate the forthcoming nature of the testimony. My 
intention would be to take a break at about 12:30 to 1:15 and then 
ask people to come back and stay. I mean, I assume, from your 
standpoint, the day is shot anyway. And if you could come back, 
and maybe we can stay till 5 o’clock. It may be an imposition, but 
I think, given the importance of what we are all trying to do to- 
gether, that is justified. And I want to maximize the ability of my 
colleagues to be able to ask questions. 

So, with that, I will now — one other thing. We have a statement 
submitted to me by the Reverend Jesse Jackson on behalf of the 
RainbowPUSH Coalition — I ask unanimous consent to put it into 
the record — talking about the need for home foreclosure, for open- 
ing the credit markets, for student loans and minority participa- 
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tion. And I ask that this be made a part of the record. Without ob- 
jection, it will be made a part of the record. 

Now, as to my questions, let me begin — and this is something I 
discussed with my colleague from Ohio, Mr. Driehaus. 

Mr. Dimon, you said that you hoped the Administration will be 
adopting a uniform mortgage modification program. Mr. Geithner 
had said that he plans to do that. Let me say this. I have been un- 
willing to join in general calls for moratoria on foreclosures when 
they were open-ended because I wasn’t sure that they would be 
helpful or even applicable. We wouldn’t know who they would be 
applicable to. 

But it does seem to me here we have the commitment of Sec- 
retary Geithner that he will be putting at least $50 billion, in addi- 
tion to other resources that are already available — Fannie Mae, 
Freddie Mac, and IndyMac, etc. — at least $50 billion additional 
funding into a sort of system-wide effort to do mortgage modifica- 
tion. I believe that we are going to be pushing for even more. If 
that works, there could be more. 

I would ask all of you now to please make sure that we have a 
moratorium in effect until we get that program and until you know 
if people can qualify. We know the tragedy of the people who get 
killed or injured in a war after a ceasefire. Having someone suffer 
foreclosure because 2 weeks hadn’t gone by for this program would 
be unacceptable. So I urge you and I will urge everybody who is 
in this business to withhold foreclosure until we get Mr. Geithner’s 
program. And then we can — and, again, I would assume no one 
would be foreclosed who could meet that. 

The second point I want to make — and I understand that not ev- 
erybody volunteered for the money. In some cases — let me acknowl- 
edge, Bank of America, I understand an administration which was, 
I think, severely affected by the negative reaction to their allowing 
Lehman Brothers to go under, I understand they were eager for 
you to go ahead with the Merrill Lynch purchase. And I do think 
it is fair to note that the second round of TARP funding was in con- 
junction with your taking on a purchase that they very much want- 
ed you to do. 

But we are now talking about some restrictions, and including — 
and I hope you will — you know, legally, there are limitations on 
what we can do retroactively, but there are no limitations on what 
you can voluntarily do retroactively. We are going to be imposing 
some restrictions, going forward. There are going to be some tough 
requirements coming from the Inspector General, Mr. Barofsky, to 
ask you for some very specific accounting. 

I just want to make this very clear. In the bill that passed the 
House involving the second half, we have a provision that says, if 
you don’t like the conditions, and if you think you are being ill- 
treated by our requests that you tell us how you spent it, we will 
take it back. If you are ready to give us back all the money with 
an appropriate interest rate and your regulator doesn’t have a 
problem with that, then — that wasn’t yet in the law, but let me tell 
you, if you want to give back the money, we will take it. And if 
there are any obstacles to your giving it back legally, we will undo 
those obstacles. I believe there would be great support for doing 
that. 
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Now, let me ask you, on the incentive — and I am glad to say that 
many of you are not taking bonuses. But I have to say this. If you 
believe in bonuses, then is that something bad? I mean, I guess the 
question is this. You have bonuses over time. If, in good times, you 
were told you weren’t going to get a bonus, what part of your job 
would you not do? I mean, if you weren’t getting a bonus, would 
you, like, leave early on Wednesday or would you take longer 
lunches? Would you bypass a certain class of investors? 

You say and somebody said, well, your incentive comes in shares 
that align your interest with that of the company. Here is one of 
the problems: Why in the world are some of the most highly paid, 
talented people who have jobs that are fun — let’s be clear, it is not 
always fun, this is not amusement park time — why do you need to 
be bribed to have your interests aligned with the people who are 
paying your salary? 

And this is part of the problem. I know it is a problem with peo- 
ple at the lower end who get bonuses, and that has been built into 
their compensation. But at your level, again, why do you need bo- 
nuses? Can’t we just give you a good salary or give yourselves a 
good salary — you are in charge of that — and do the job? This notion 
that you need some special incentive to do the right thing troubles 
people. 

Anyone who wants to answer, please go ahead. 

Mr. Mack. I will try, Mr. Chairman. It is a good question, and 
it is complicated. 

At least from the investment banking perspective, we all grew 
out of small partnerships. It was historical. Morgan Stanley did not 
go public until 1986. When I joined the firm, there were 325 people 
and probably 20 partners. They took very low salaries. And at the 
end of that, you got a bonus if the firm did well. 

I think what we have seen, at least from investment banking, is 
a carry-on of that methodology. And, without question, given the 
kind of risk that we take today, the global nature of our business, 
and the size of our business, all that has to be looked at again. 

To answer your question specifically, at least at my level — and 
I think my colleagues here would say the same — we love what we 
do. If you gave me no bonus in the best year, I would still be here. 

The Chairman. I appreciate that answer, and I thank you very 
much. So it does seem to me, if there weren’t bonuses, we would 
still get our money’s worth. So I will not bill you for my services 
as an efficiency consultant, and I appreciate the answer. 

The gentleman from Alabama. 

Mr. Bachus. Thank you. 

The chairman mentioned this being a very important day. I 
agree, not because of the vote on the stimulus package. I believe 
it could be a very important day because I think this hearing and 
the testimony today could go a long way towards restoring con- 
fidence in our financial services industry and in the people who run 
it. 

If they publish the right story tomorrow — you never know what 
the story will be. But what I heard — and a lot of this I know, but 
I don’t think most of the American people know it — is that we gave 
taxpayers, or you gave taxpayers, an equity share in your busi- 
nesses at depressed prices. And, as many of you have said, there 



24 


is going to be, in some cases, a handsome profit and, others, a prof- 
it. And, as with all investments, there may be some losses. But I 
truly believe, unless there is a worst-case scenario for the next 5 
or 10 years, the taxpayers are going to — actually, this is going to 
be one of their best investments. 

You paid a dividend of 5 percent, and a lot of people would love 
to have that today. You have made mortgage modifications by the 
millions. Government efforts, on the other hand, have almost been 
very unsuccessful. And you did that at no expense to the taxpayers. 
You underwrote the losses. So you kept millions of Americans in 
their homes, families. You assumed failing institutions at the urg- 
ing of the regulators. And, in most cases, if not all cases, this was 
a great benefit to the taxpayers, who insure those deposits. That 
is a real plus. As Mr. Mack said, you have reduced risk and lever- 
age, something that has to be done. It is a necessary thing. And, 
as I have heard, you have maintained a high level of charitable 
contributions. And so I commend you on all of that. 

Now, the thing that we need to talk about is lending. But I will 
tell you that, in an economy as bad as our economy is and in a 
challenging time and with deposits in some cases eroding and an 
economy in certain areas in shambles, I was simply shocked that 
lending wasn’t down 10 or 15 percent across America. And when 
it came out that it was down 1 percent across the board, I thought 
that was wonderful news. That our economy could go through that 
type of shock and lending would go down 1 percent, I almost don’t 
believe that. But it is a very good number. And I thought it should 
have been a wonderful, positive story. And I think that the capital 
injection cases, in some case, made a difference, although I don’t 
know how much. 

I have one question, one urging. I hear from responsible bor- 
rowers who are not in default and who are paying their payments 
on time, their interest payments in some cases, that their principal 
is being called, that they are being asked to do a 10 percent call- 
down on their principal, or that their credit lines are being re- 
stricted. And I know, in some cases, that this is probably a good 
lending practice because you are seeing some deterioration. 

But I would ask you, can we do a better job in that? And can 
the regulators assist you in that, or is there something that we can 
do to avoid those cases? Because there are people who can make 
interest payments now, but they cannot begin to pay down prin- 
cipal. It is just the wrong time. 

So, to any of you who would like to answer that question. Or I 
will call on Mr. Lewis. Or, Mr. Stumpf, you didn’t want the money, 
you took it, and you wish you didn’t, I am sure. And we are going 
to make money on that investment, but you can answer the ques- 
tion. 

Mr. Stumpf. Well, thank you. And we have clarified our state- 
ments. We are happy to have the money. It strengthened the in- 
dustry, and that is good — 

Mr. Bachus. But, yes, I guess what I meant is, first you said, 
we don’t need the money. But I appreciate it. 

Mr. Stumpf. With respect to borrowers, in our company, frankly, 
we have been growing loans the last 18 months. As I mentioned 
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in my testimony, many others have retrenched. And we think these 
are actually good times to make loans to credit-worthy borrowers. 

We make money when we make loans. That is our business. We 
want to serve customers, help them educate children, buy homes, 
help small businesses to develop products and services that they 
can sell and serve other customers. In some cases, it is prudent. 
You have to cut back on a line, but we have not done it system- 
wide. It has been very much individual, one customer at a time, 
working with them. And we want to stick with them if we possibly 
can. But also, unfortunately, not every borrower who wants or 
needs money can afford it today. And we have to be prudent — 

The Chairman. If the gentleman would yield briefly, that is such 
an important question that so many of us have been asked to get 
answers to. I would ask those to whom it is relevant — obviously, 
not Mr. Blankfein or Mr. Kelly or Mr. Logue or Mr. Mack, but for 
the commercial bankers who are before us, if you could answer in 
writing, that would be very helpful. I think we would all like that, 
because I think that is one of the most frequently asked questions 
we have. So for Mr. Dimon, Mr. Lewis, Mr. Pandit, Mr. Stumpf, if 
you would answer that in writing, that would be very helpful. 

Mr. Stumpf. If I could add one other thing? We have about $175 
billion of untapped lines of credit — home equity lines, credit card 
lines — that are not in use. 

The Chairman. The gentleman from Pennsylvania. 

Mr. Kanjorski. Thank you very much, Mr. Chairman. 

I am going to take the opportunity — having eight of the world’s 
finest financial minds lined up before the committee is too great an 
opportunity not to ask some simple, but I think important, ques- 
tions. 

We are going to be called upon constantly to relook at re-regula- 
tion, and the common expression is “Washington,” so this never 
happens again. And how often we have heard that as we go 
through history. Well, I am not quite that optimistic that we have 
the capacity to stop the natural adjustment of the marketplace 
from never happening again. 

But I do wonder — and anyone can take the question to start 
with — when did you first realize that the economy was in trouble? 
What actions did you take, either privately within the corporation 
or publicly, to alert those of us in government and the leadership 
of government? And just when was that? And why does it appear 
to the general public that all the finest minds in finance missed the 
most obvious — this disaster, if you will? 

I do not want you to stampede now in wanting to answer that 
question. 

Mr. Lewis. I will start, sir. 

Mr. Kanjorski. Good, Mr. Lewis. 

Mr. Lewis. To Secretary Paulson’s credit, I can vividly recall him 
calling me in August of 2007 when things really started to melt 
down. And so, late July to early August or mid August was kind 
of the timeframe that we saw real challenges in the economy — 

Mr. Kanjorski. Let me stop you there. I am going to try to jump 
in, because I am really interested in this question. 

That is when the marketplace and subprime loans started to dis- 
integrate? 
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Mr. Lewis. Correct. 

Mr. Kanjorski. But everybody was starting to see it then. Was 
that the first inclination you had as a banker that we had trouble? 

Mr. Lewis. It was for us, in terms of capital markets. We were 
not in the subprime business, so we don’t make subprime loans, 
and so we wouldn’t have seen that. But the capital markets melt- 
down in August was the first time that we began to see the sever- 
ity of what was going on and became very concerned. And there 
was a lot of communication with Treasury and the Fed by that 
time. 

Mr. Kanjorski. So is it right for me to conclude that you thought 
everything was going to continue and go along at the level of lever- 
age that existed in our system and there wasn’t going to be any re- 
percussions from that? 

Mr. Lewis. I think more so we did not see the economy — we 
thought the economy was in relatively good shape going into the 
third quarter of 2007. And so that was more, as a commercial 
bank, was our focus than necessarily the leverage and the capital 
markets piece. 

Mr. Kanjorski. Mr. Blankfein, you are out there in the cutting 
edge of putting money out. Is that approximately the same time 
you saw this? 

Mr. Blankfein. Yes. We had some signals before that, with re- 
spect to the market. But if you remember — and this kind of com- 
mentary came out of the Central Bank, our Central Bank and 
other places, and commentators — there was a bifurcation that was 
in the air at the time: These are problems of Wall Street, not prob- 
lems of Main Street. 

When there were conversations about whether we needed an in- 
terest rate cut or not, the conversation was, should we do some- 
thing that helps Wall Street maybe that is contrary to the interest 
of Main Street? Because it was thought at the time that these 
problems in subprime and real estate were mostly of securities and 
an isolated problem and were the problems of Wall Street. 

I think one of the lessons we learned is that was kind of a fore- 
shadowing, the problems that we saw in the securities market were 
directly related to — because they all sprang from the real estate 
sector. It was a foreshadowing of what we saw in the real economy. 
But, for a long time, people made the bifurcation and separated 
Wall Street from the real economy. 

And I think one of the lessons we learned now is they are inex- 
tricably wound together. Wall Street can’t prosper with Main 
Street in poor economic health, because we lend money and we 
need to be paid back for sure. And, obviously, we know now, absent 
credit and liquidity, the real economy suffers. And so I think that 
is one of the lessons learned from this incident. 

Mr. Kanjorski. Okay. I have very little time left, but I am going 
to ask the question anyway. What do you see in the future? Have 
we seen the worst of this thing? Have we failed to describe the 
problem adequately for the American people and for the public gen- 
erally? And if we have failed to do that, is it important that we de- 
scribe this problem in as great a detail and dramatically as pos- 
sible so we get everybody signed onboard? And if we do that, do 
you have any fear that will precipitate a further negative reaction? 
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The Chairman. I am afraid there won’t be time for that question 
to be answered. 

The gentleman from Texas. 

Mr. Neugebauer. Thank you, Mr. Chairman. 

One of the things that — there has been a lot of focus on all of 
the bailout activities. The TARP plan was primarily directed at 
toxic assets. That is the big topic. And somehow, if we fix the toxic 
assets, we fix the economy. I don’t necessarily agree that is the 
case. 

But one of the things that I hear from a lot of other people that 
I talk to is that the reason that nobody is selling their assets is be- 
cause they don’t like the price, that there is a market for some of 
these assets out there, and that there is a reluctance on the sellers 
because they keep hearing people from government say, you know 
what, we may have a plan to help you. And so nobody wants to go 
out and start taking those hits that they have hopefully written 
down on their books and then find out later on they missed out on 
a good deal. 

The other piece of it is that everybody’s solution is to somehow 
sanitize these toxic assets with taxpayer money. I don’t think that 
is necessarily in the shareholders’ or the taxpayers’ best interest. 

Is it time for the government just to kind of step back and let 
the markets work through this? If you have these assets written 
down appropriately, then it shouldn’t be affecting your balance 
sheet that much; it is just going to affect your liquidity. 

And, at the same point, we are taking some of these very ex- 
treme measures, and we are really not asking your bondholders or 
your shareholders to get in the game with us. 

But, more importantly, the primary question that I want to know 
is, at what point in time do we say, you know, this is enough and 
the market just kind of has to work this thing out and we back off 
of the government intervention? Because the deeper we get into 
this, the tougher the exit strategy is going to be. And how we ever 
get the markets, quite honestly, back to where they were will take 
a long, long, long time. 

So, Mr. Blankfein, do you want to start with that? 

Mr. Blankfein. Again, as a commentator — because, again, we 
are not in the consumer businesses as such, and we are under a 
mark-to-market accounting regime, so we are required to mark at 
the fair-value price that is in the market today. But, as a commen- 
tator, I would say that accounting regimes, I think, for banks — and 
people can comment on this — allow people to mark securities where 
they are generally — certain kinds of instruments that they have on 
their balance sheets — essentially where their expectation will be 
that those assets will be economically valued over time. 

Right now, because of the lack of capital in the market, those as- 
sets couldn’t be sold at that price even though, if held on the bal- 
ance sheet, a bank can reasonably expect that they would get value 
for that at a higher price. But if they tried to sell it today, there 
is really no risk capital that would pay that price. The supply and 
demand would only cross at a much lower level. 

So I think banks would generally say, we are going to hold these 
securities, earn the fair value over time, and not hit a bid where 
it would clear today. That is disadvantageous for the system, be- 
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cause I think what the system would like is for banks to sell. But 
there is no incentive to sell at a price that they perceive as too low, 
because that low price is generated by the fear and the general cri- 
sis in the environment and the lack of risk capital coming in. 

Mr. Neugebauer. Well, some people would say that one of the 
reasons that they don’t want those transactions to start is they are 
probably going to start at a much lower level than they have actu- 
ally been marked on the books. 

Mr. Blankfein. Well, that is correct. It would be lower. 

Mr. Neugebauer. And so then there is this fear that now I am 
going to have to actually write down my assets more, and I would 
rather just sit here. And now that the government is propping up 
my balance sheet, I can sit here and kind of ride this storm out. 

The question is, how does that stimulate the economy? I say it 
probably doesn’t. 

Mr. Pandit, do you want to take a shot at that? 

Mr. Pandit. I will. Congressman, we have sold a lot of assets. We 
sold half a trillion of assets just in the last year, of which $150 bil- 
lion is what you would call these challenged assets. Every time 
there was a market, we took advantage of it. And we have been 
continuing to do that where there is a market. Although we con- 
tinue to do that as well, we, too, mark to market. And those marks 
are reflected in the losses that we have taken, as well as in our 
income statements and balance sheets. 

The reality is that, as we speak about what is going on, it is not 
only an issue of credit not flowing, lending not flowing. There is not 
enough funding out there in the marketplace for people who have 
risk capital to step up and say, I want to buy a lot of these in size. 
To say there is always a market, that is a tautology. I can sell a 
$100 bill for a dollar. But the point is that when we look at some 
of the assets that we hold, we have a duty to our shareholders. And 
the duty is, if it turns out they are marked so far below what our 
lifetime expected credit losses are, I can’t sell that. That is not 
right for our shareholders to sell it. I am not going to sell them at 
a dollar. 

So everything you are working on is just right. It is about credit 
starting in the marketplace. It is about funding flowing. It is about 
capital flowing. When that happens, you will get a real bid. In the 
meantime, when we find one, we are always there to sell these as- 
sets and get them off our balance sheet. 

Mr. Kanjorski. [presiding] The gentlelady from California, Ms. 
Waters. 

Ms. Waters. Thank you very much, Mr. Chairman and mem- 
bers. 

Let me just say to our captains of the universe who are sitting 
here before us that it seems that, all of my political life, I have 
been in disagreement with the banking and mostly financial serv- 
ices community because of practices that I have believed to be not 
in the best interest always of the very people that they claim to 
serve. 

I have been through the red-lining fights. I have been on the 
fights of discriminatory practices over the years and a lack of busi- 
ness lending and available capital to small and minority busi- 
nesses. I have been through and still, I suppose, am engaged in a 
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fight about predatory lending. And so I come to this with very, very 
strong opinions about what we need to do to regulate this industry. 

Let me just ask a few questions. And I won’t ask you to expound 
on them. But I would like to know if any of you or all of you, any 
of you, since you received TARP money, increased the amount of 
interest on the credit cards by sending out letters to the consumers, 
to your credit card holders indicating that this was part of the con- 
tract, even though it may have been in small print, and you now 
have the ability to do it. 

Did anyone? Did any of you do that? 

Mr. Lewis. Let me start, Congresswoman. 

Ms. Waters. I would just like to ask each of you. Bank of Amer- 
ica, I suppose — did you do this? 

Mr. Lewis. Yes, I was volunteering. 

First of all, I feel more like corporal of the universe, not captain 
of the universe, at the moment. 

Ms. Waters. Did you increase your credit card interest rate? 

Mr. Lewis. In 2008, we increased rates on 9 percent of our cus- 
tomers. 

Ms. Waters. Okay, thank you very much. 

Did anyone else increase their credit card rates after you re- 
ceived TARP money? Anyone else? If so, would you just raise your 
hand? 

Thank you. You sent out the letters that I am trying to describe, 
saying that you have the authority to do that. 

Did any of you reduce the amount of credit that was available 
to credit card holders because they shopped at certain stores? Just 
raise your hand if you did. 

None of you did. Let the record reflect no one raised their hand. 

On loan modifications, where you claim to do such a good job, I 
disagree with you. Many of you know that I help to implement loan 
modifications, working with my constituents. I would like to thank 
Wells Fargo for the response that you gave me when I brought to 
your attention how poor your loan modification work is under your 
servicing company. 

I have not heard from Bank of America, even though they know 
that I have spent hours on the phone trying to connect with their 
loss mitigation department. 

Bank of America, do you still have loss mitigation departments 
offshore, where you are using foreign companies or individuals to 
respond to our taxpayers? 

Mr. Lewis. If we have a loss mitigation department offshore, I 
do not know about it. 

Ms. Waters. I am sorry, I can’t — you do have them offshore, who 
are supposed to be doing loan modification work or loss mitigation 
work for you, is that correct? 

Mr. Lewis. I do not know that we have or we haven’t. All I know 
is that we have 5,000 people working on the issue. 

Ms. Waters. Thank you. So you do have offshore loss mitigation 
work going on. 

Now, we have many of our constituents who try to get to you to 
get a loan modification before they get in trouble. How many of you 
have a policy that says you have to be 2 months or more behind 
before you will deal with them on loan modifications? 
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None of you require that you must be 2 months or more behind 
before you can get loan modification from your banks, is that right? 

Mr. Pandit. Congresswoman, I would speak on behalf of Citi. We 
have a new program where we are reaching out to half-a-million 
customers where we reach them even if they are current in their 
payments. It is not about whether you are behind on your pay- 
ments for a couple of months. This is a — 

Ms. Waters. I just want to know, sir, how many of you require 
that you have to be behind for 2 months? 

Okay. We will get — if I may, Mr. Chairman, I just want to also 
say that I think it is important for us to understand why you paid 
yourself fees on the money that we gave you. 

As a matter of fact, Bank of America, you paid yourself $30 mil- 
lion in fees just to accept our TARP money. 

Citigroup, you paid yourself $21 million in fees. Why did you do 
that? 

Mr. Lewis. I don’t know what you are talking about. 

Ms. Waters. Do any of you understand what I am talking about, 
in terms of processing the TARP money that you got and the fees 
that you have — yes? 

Mr. Pandit. May I answer, Congresswoman? 

Ms. Waters. Yes. 

Mr. Pandit. I think you are referring to the $17 billion of debt 
we issued under the FDIC-guaranteed program on which we paid 
underwriting fees to underwriters, us and a lot of others. We have 
to raise that money in the market, and we have to follow the prac- 
tices by which we raise it, which is to underwrite that debt, and 
we have to pay the underwriters to raise that money. I think that 
is what — 

Ms. Waters. You do the guarantees. You get guarantees. But 
you absolutely collect fees to do the work to place the money, is 
that right? 

Mr. Pandit. We have to pay underwriters and other people who 
sell those bonds. 

Ms. Waters. But you are not paying anybody. You are keeping 
the money yourself. 

Mr. Kanjorski. Ms. Waters, I am just going to have to call you 
down, because, when the chairman gets back, he is going to penal- 
ize me. And I don’t know what that penalty — 

Ms. Waters. I appreciate that very much. But let the record re- 
flect that we need to find out why they are paying themselves fees 
on the money that we give them. And we need to have a roundtable 
discussion with them to find out what they are going to do to dis- 
continue this practice. 

Mr. Kanjorski. All right. 

Gentlemen, you heard the question. If I could make a request, 
perhaps individually for your companies, you could respond in writ- 
ing to Ms. Waters’ question. 

And next, we have Mr. Castle. 

Mr. Castle. Thank you, Mr. Chairman. 

Gentlemen, this all seems to come in waves, and I sort of see an- 
other tidal wave behind the mortgage foreclosure and the other 
waves, and that is the area of credit cards. 
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There are many economists and others who believe that, with the 
breakdown of the economy, that we are going to have multi-trillion- 
dollar losses as far as credit cards are concerned. And this could 
actually lead to a situation in which we have bankruptcy in the in- 
dustry. And a lot of this, obviously, relates to the unemployment 
rate and the people just not having the ability to pay who had the 
ability to pay before. 

My question — and perhaps I will ask Mr. Dimon and Mr. Lewis 
this question — is, are you prepared for that? Or perhaps you dis- 
agree with the premise that this is going to happen. But there are 
many who do speculate in the next few months to 2 or 3 years that 
we are going to have significant problems in the credit card indus- 
try. And I don’t know what your level of preparation for that is. 

Mr. Lewis. It is clear that this year, in particular, is going to be 
the year of consumer credit losses, because it is so intertwined with 
the performance of the economy. With regard to credit card losses, 
the general rule of thumb is at a percentage point to the unemploy- 
ment rate to get your loss rate, at least in our mix of portfolios. 
And so, clearly, this is going to be an awful year for the credit card 
industry and for all credit card portfolios. There is no doubt about 
it, because the more optimistic views are unemployment at 8 or 8I/2 
percent, and that would cause very high loss rates in the credit 
card portfolios. 

Mr. Castle. Are you prepared to manage that? 

Mr. Lewis. We are doing everything we know to do in our loss 
mitigation efforts, in our call center efforts, to mitigate as much as 
possible and to cut expenses as much as possible. 

Mr. Castle. Thank you. 

Mr. Dimon? 

Mr. Dimon. I think it is not as dire as that because I think all 
credit card debt in America is maybe $1 trillion. And when you 
have a credit card business, you know that there are going to be 
cycles. It usually follows unemployment; it will get worse when un- 
employment goes up. 

We expect, and we have told our analyst community, that our 
losses will be probably 7V2, maybe 8 percent this year. It will be 
worse than that — 8 percent of total outstanding, that is well over 
$10 billion of losses. And, yes, we are more than adequately pre- 
pared to deal with that. We are properly reserved for it. And that 
is one of the costs of being in the business. 

Mr. Castle. Thank you. 

Mr. Pandit, you and actually others who testified indicated that 
you are handling your mortgage foreclosures, that you are actually 
hopefully doing a good job with respect to those who have mort- 
gages with you. 

We have had a plan put forth in legislation by Congress which 
has not been particularly successful to this point. We have had dis- 
cussions of other plans. Mr. Geithner yesterday mentioned that as 
part of his plan, which a lot of people feel is a little bit ill-defined 
at this point. 

My question to you is, are you satisfied with what you and other 
bankers are doing? Or is there a plan that we should be adopting, 
maybe not with respect to the companies represented here but to 
other not only banking interests but mortgage interests created for 



32 


that purpose that weren’t particularly well-funded, etc., and help- 
ing those who are going into foreclosure, that we should be doing? 
Do you have a precise recommendation with respect to that? 

Mr. Pandit. Congressman, what I would say is that when we can 
talk to the individual who is in the home, we have a very, very 
high percentage of success in keeping that person in the home. The 
challenge is, when times get tough, people don’t want to own up 
and say, hey, I am going to have an issue. And so people put their 
heads in the sand and they don’t own up, and that is really a bad 
place to be. 

What we find is half the foreclosures that we enter into are for 
people we have never talked to. Anything you can do to have more 
community service, more effort to say to people, you know what, 
there is no shame, there is no stigma, we are going through this 
together, open up, figure out some way to go talk to your lenders, 
that would be good for us. Because we think we can help those peo- 
ple. 

Mr. Castle. I assume, of all the commercial banks here, that you 
are in the same basic position; if you talk to the people, you will 
try to work out a plan to help them with their foreclosure cir- 
cumstances. You all represent large, pretty well-capitalized entities 
that, according to your reports today, are doing reasonably well. 
But I am more concerned about the mortgages that were created 
by mortgage banks that are no longer in business and perhaps 
have been assigned to or sold to other entities at this point and 
which are going to be true foreclosures. 

Do any of you have any ideas about what we, as a government, 
should be doing to help in those circumstances? And I appreciate 
what you are doing individually as companies. 

Mr. Dimon. I think one of the legitimate issues is that people, 
if they don’t know who their servicer is and they don’t know who 
to call, that there are some great ways to modify loans. We should 
find ways to make sure that all loans are modified that way. And 
we have shared with the Treasury, the FDIC, the OCC, which sev- 
eral banks here have best practices, and we think that everyone 
should follow its best practice, and we will do the best job we can 
for everybody. It has been haphazard in the last year. 

The Chairman. The gentlewoman from New York. 

Mrs. Maloney. Thank you. 

First, I would like to welcome the panelists, some of whom are 
headquartered in the district I am honored to represent. And I par- 
ticularly would like to thank Bank of America for deciding to build 
a major headquarters in New York in the dark days after 9/11. It 
was very important for our morale. Thank you. 

But, Mr. Lewis, as a New Yorker, I followed the Bank of Amer- 
ica-Merrill Lynch merger with great interest. Earlier this year, I 
believed that the government intervention to add $45 billion to get 
the merger done, along with $188 billion guaranteed for the bad 
loans of Merrill, was in the interest of the American taxpayer and 
our economy. But recently, Secretary Geithner said that we were 
shoring up banks not for the sake of the banks, but for the sake 
of American taxpayers. 

But, in the case of this merger, some alarming facts have come 
out in a report that was recently issued by Attorney General An- 
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drew Cuomo. In it, he points out that bonuses to Merrill employ- 
ees — they doled out over $3.6 billion just days before Bank of 
America bought the collapsing firm with the help of taxpayer 
money. 

Also, we learned that Merrill moved up the timing of these bo- 
nuses for the fourth quarter of 2008 to December 8th, a full month 
before the fourth quarter earnings came out on January 16th. And 
Merrill’s fourth quarter earnings were terrible. They lost over $16 
billion, capping a year in which they lost a jaw-dropping $27 bil- 
lion. 

I can understand paying bonuses for outstanding performance, 
for building jobs, growing the economy. But how can you justify 
paying bonuses to managers who were running their company into 
the ground to the point that they were forced into a merger? 

Also, we learned that the $3.6 billion in bonuses was not distrib- 
uted fairly or over the board to all the employees, but was highly 
concentrated to the top. The top 14 employees received about a 
quarter of a billion dollars. The top four employees received a com- 
bination of $121 million, and the top 30 about $20 million apiece. 
So that those who were most responsible for the losses were the 
most richly rewarded. 

And, for me, the worst aspect of this business is that Merrill paid 
these bonuses out just before the January 1st merger with your 
bank. Couldn’t this reasonably be described as looting the company 
prior to the merger? 

And since Merrill’s contribution deteriorated in its condition so 
much in November and December, even those bonuses were paid 
out — when they were paid out, the government had to inject $45 
billion to make the merger happen. So it appears the American tax- 
payers, they are the ones who are stuck with the bill for paying 
huge bonuses to the very people whose poor judgment and mis- 
management cost this country billions of dollars. 

So my question to you is, did you know how big those bonuses 
were going to be? Did you know that they were going to be paid? 
Did you discuss it with anyone prior to the merger? And were you 
aware that government, taxpayers were going to have to pay for 
these bonuses for the losses to the company? 

Thank you. 

Mr. Lewis. Thanks for the question, and thanks for the first com- 
ment. 

My personal involvement was very limited, but let me give you 
my general understanding of what happened. 

First of all, I do know that we urged the Merrill Lynch execu- 
tives who were involved in this compensation issue to reduce the 
bonuses substantially, particularly at the top. I will remind you, 
though, that they were a public company until the first of this year. 
They had a separate board, separate compensation committee, and 
we had no authority to tell them what to do, we could just urge 
them what to do. So we did urge. 

There was some feedback, in that, to your point, at the very top 
there were some contracts that were of tens of millions of dollars 
to several individuals that were legal contracts that Merrill had 
made to those individuals. And it is my understanding those 
skewed these amounts pretty substantially. 
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I can only contrast that to Bank of America’s policies. First of all, 
as I mentioned, nobody on my management team received any in- 
centives. Nobody on my management team has a contract or a gold- 
en parachute or severance. And then finally, we pay our bonuses 
on February the 15th of the following year. 

So major changes will be made, but we could not make them 
until we owned the company. 

Mrs. Maloney. Okay. Thank you. My time has expired. 

The Chairman. The gentleman from New York. 

Mr. King. Thank you, Mr. Chairman. 

I want to thank the witnesses for their testimony today. 

I would like to direct my questions to Mr. Dimon and Mr. Mack. 
Our chairman, Mr. Frank, has proposed the creation of a systemic 
risk regulator. And in your testimony, Mr. Dimon, and yours, Mr. 
Mack, both of you endorsed the concept of a systemic risk regu- 
lator. I would like to ask you several questions and then just turn 
it over to you for the balance of the time. 

If we do establish this systemic risk regulator, which existing 
regulators would this replace? Do you have concerns that the regu- 
lator would be created in such a way as to impede our competitive- 
ness with the rest of the world? 

And secondly, how would this regulator have worked? Looking 
back at the last several years, how would this regulator have miti- 
gated or even prevented the current situation we have? 

And, with that, I ask Mr. Dimon and Mr. Mack if they could an- 
swer the question. 

Mr. Mack. Well, Congressman, the world has turned into a glob- 
al trading market. So the idea of a systemic risk regulator, I think, 
is critical. Our businesses are much more complex than they were 
40 years ago when I first got in the business. And I would argue, 
and you heard from Secretary Paulson, that, if you go back, some 
of our existing laws were written right after the Depression. We 
had Glass-Steagall at that time. It was a real separation of risk- 
taking. So, on one hand, you had the Federal Reserve with regu- 
latory authority, clearly, with the banks and the SEC with the in- 
vestment banks. 

There needs to be, I believe, a coming together of regulatory 
oversight. So that is at the first level. And I think it is up to a 
number of hearings and discussions on how that takes place, but 
I would like to see a combination of some of our regulators. 

If you go back a very short time ago, the New York Stock Ex- 
change had a regulatory arm and ASD had a regulatory arm, and 
they put it together as FINRA. I think that consolidation of regu- 
latory authority needs to continue. 

I think there needs to be some type of global regulatory coordina- 
tion much more efficient than we have today. And, again, that is 
complicated because each country, especially the major companies 
where we are doing trading or sales — and not just for the invest- 
ment banks, but clearly for the banks also — the coordination, I 
think, is critically important. 

I also think, you know, as you look at the different jurisdictions, 
whether now that we report to the Fed and the SEC, you are also 
involved with the commodities business, you are involved with the 
FDIC. We need to have a coordinated super-regulator for the finan- 
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cial service business. How we put that together is going to be a 
number of conferences and meetings, but I do urge all of you to 
pursue that. And we will be as helpful as possible in trying to help 
define what the issues are. 

Mr. King. Okay. 

Mr. Dimon? 

Mr. Dimon. Yes, so, first, I want to start by saying that there are 
a lot of things that need to be fixed in the regulatory system. They 
were not to blame for all the things that happened. So I am not 
trying to push the blame to anyone else. But we should recognize 
these issues and problems and fix them if we want to fix these 
problems going forward. 

We have a Byzantine alphabet soup of regulators that get in- 
volved in systematic regulation. And I also should point out, by the 
way, a lot of companies that were heavily regulated have problems, 
and a lot of companies that were not heavily regulated have prob- 
lems. So it isn’t quite clear that was the solution. 

But the OTS had enormous problems with WaMu and Country- 
wide, who are no longer here and were acquired by some that are 
coming to the table. Fannie Mae was regulated by the — I forgot the 
name at the time, but it has a different name today. We have the 
SEC, the CFTC, the OCC. 

A lot of unregulated businesses caused some of the problems, like 
the mortgage business. The unregulated mortgage part of the busi- 
ness was far worse than the regulated part, which was in the com- 
mercial banks. And I think it would have been good to have taken 
a good look at that. And some other problems that were caused by 
insurance companies that really weren’t under the jurisdiction of a 
regulator that was into the global capital markets like AIG and 
some of the monolines. 

So I think it would be a tremendous benefit to have one regulator 
looking at anything that can cause systemic risk that is constantly 
looking for things like that and trying to look around the corner. 
And it should be a U.S. system and globally coordinated. But it 
doesn’t have to, obviously, be exactly the same in every single coun- 
try. 

I think there is a regulator who, kind of, does a lot of this al- 
ready, which is the Federal Reserve. I think if you try to invent a 
new one it will take a long time. I think they do have the capa- 
bility, the people, the knowledge, and maybe should have a broad- 
ened mandate to do this too. 

Mr. King. In the few seconds that are left, are any of you op- 
posed to having a systemic risk regulator? 

Okay. 

Mr. Chairman, I yield back. 

The Chairman. The gentleman from Illinois, Mr. Gutierrez. 

Mr. Gutierrez. Thank you, Mr. Chairman. 

First, I would like to begin by thanking Mr. Pandit for coming 
and visiting with me yesterday. It was a good meeting and very 
helpful. 

And then ask him, how do you see, going forward, what it is we 
do in terms of pricing the assets that you have on your books so 
that we can figure out, going forward, what it is we do with them 
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and thereby begin a real recapitalization of your financial institu- 
tions and other financial institutions? 

How do we get a market price so that we know the depth of our 
credit crunch right now? When we had Paulson come before us in 
the beginning, he said he was going to go and buy or somehow take 
toxic assets. And then, a couple of months later, much to my sur- 
prise, after we had authorized the money, he simply infused money 
into financial institutions, took $350 billion, and spread it out. 

How do we get to a pricing so we know what our economic situa- 
tion truly is? 

Mr. Pandit. Congressman, I appreciate that question. 

Let me start by saying that the first and foremost line of attack 
has to be do everything we can in the capital markets to improve 
liquidity, improve credit flowing, improve private capital coming in, 
because that can unfreeze the markets. And maybe that is a way 
in which you get these assets out in the marketplace. So that is the 
front line. And we heard some of that yesterday from Treasury Sec- 
retary Geithner, as well. 

The valuation question is, of course, difficult because we own all 
kinds of assets. There are mark-to-market assets, and there are as- 
sets that are called accrual assets, where you take losses as they 
go. 

Mr. Gutierrez. So if we took the largest 50, starting with the 
8 of you, and the largest 50 and we took all these assets, so that 
we know — so that the investment community can come in and say, 
“Okay, we know what the standing of Bank of America is, 
JPMorgan Chase is, we know what you have on your books,” how 
would we do that? 

Mr. Pandit. It is an extraordinarily difficult question, but, on the 
other hand, there have been countries around the world who have 
addressed that. 

One way in which countries have addressed that is by saying, we 
will take these assets, we will accrue the losses we take on these, 
and we will send you a bill when we get to a more stable economy. 
And that has been the prevalent approach that has been taken in 
the Netherlands, that has been taken in the U.K., that has been 
taken in a variety of different parts of the world, which is rather 
than to address where to price them today because today’s prices 
are affected by so many things — lack of liquidity, etc. 

Mr. Gutierrez. I don’t think anybody can price them, right? 

Mr. Pandit. Exactly. And so you have to say, let’s put them on 
the side, take them, create a bill of the losses, and then come back 
to the banks and recover those losses at the back end. That has 
been a popular — 

Mr. Gutierrez. Let me ask you then, is there a formula, is there 
a mechanism, are there discussions between the Federal Govern- 
ment and the banking community to get that done, in your opin- 
ion? 

Mr. Pandit. We have not had those discussions, Congressman. 
We think that at the right time — and hopefully now that Treasury 
Secretary Geithner has laid out his framework, it may be an appro- 
priate time to start talking about different ways in which we can 
do that. 
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As I said, again, we don’t necessarily need to reinvent things. 
They have been done around the world today, and we should be 
able to take a look at that. But we welcome that dialogue. 

Mr. Gutierrez. Let me just say to all eight of you who are here 
before us this morning, I would like for all of you to just kind of 
put in writing so that we could have it on the record — and I don’t 
expect the answer here this morning — if each of you could just tell 
us how much your bank has paid itself on FDIC-guaranteed or 
other government-guaranteed financing, and what percentage of 
those finances were completed solely for the purpose of funding 
your bank. 

An example: I won’t name the bank, but you go out and you take 
$3 billion in one deal, and you go out with FDIC insurance, and 
you go to the market and you sell $3 billion worth of bonds in order 
to give yourself more liquidity. And they are FDIC-insured. Are you 
then paying your own investment banking firm — I am sorry, Mr. 
Chairman. 

The Chairman. Finish the question. 

Mr. Gutierrez. Are you then paying your own investment bank- 
ing firm? And how much are you paying your own staff, in terms 
of underwriting fees for selling what a kindergartner could sell out 
in the market today? 

The Chairman. Let me just say, as we conclude this, we will take 
these answers in writing. Also, all members have the right to sub- 
mit further written questions. I think this is important. There will 
be some clarification. So we will be submitting some further writ- 
ten questions, as well. 

And next, Mr. Royce. 

Mr. Royce. Thank you, Mr. Chairman. 

I will go to Mr. Dimon and Mr. Stumpf for a question, and this 
would go back to my opening statement that I was raising, sort of 
the root causes of the problem we are in. 

I recall in 2005 the Federal Reserve testifying before us saying 
that Fannie Mae and Freddie Mac were creating a systemic risk to 
the U.S. financial system. So I will go back and pose this question. 

To what extent was the securitization process, led by the GSEs, 
part of the problem here in terms of the bubble? We had leveraging 
100 to 1 at these institutions. They had a portfolio of $1.5 trillion 
that they arbitraged to get to. That was a loss of eventually $1 tril- 
lion in that sector. So was there a market perception because gov- 
ernment-backed corporations were at the heart of the U.S. housing 
sector that this was a safe and secure investment and did this play 
a role in ballooning up this market and creating the moral hazard 
problem that some economists argue came into play? 

Mr. Stumpf. Congressman, thank you for the question. 

Let me just say that I think this problem started a lot earlier 
than 2007. Back in 2002 and 2003, Wells Fargo was the number 
one mortgage company in the country and we saw crazy things 
happening, things about the so-called liar loans, leveraged risks to 
subprime borrowers, the so-called negative ARM loan. We didn’t 
negative ARM any loans in our business, and why would you ever 
do that for a homeowner, for probably the most important asset 
they will ever have, where they can owe more later in the mortgage 
than what they started with. 
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So I think there are a lot of issues. So we backed out. We didn’t 
do any of those loans. We didn’t see how it would be helpful to our 
customers and ultimately to our shareholders, so we didn’t partici- 
pate in that. 

There is no question that Fannie and Freddie played a part. I 
don’t know what percentage it was. I know that credit became too 
available and too inexpensive, and the risk and reward got sepa- 
rated through innovation. 

The day I got my first mortgage, the bank that made it put it 
in their portfolio, and if they had enough bad ones, they probably 
fired the banker. Now you would have people originating the mort- 
gage who were separate from the person who packaged it, who was 
separate from the person who owned it, and the risk and reward 
got separated. 

Mr. Royce. One of the things that struck me was who would 
have bought some of the Countrywide subprime loans except 
Fannie and Freddie; and Congress had given them an allocation or 
a goal that 10 percent of their portfolio would be a certain type of 
loan, typically Alt-A or subprime. 

Let me go to Mr. Dimon for his thoughts on this. 

Mr. Dimon. Albert Einstein says keep things as simple as pos- 
sible, but no simpler, so I am going to give you three root causes. 

Housing in total. There was a bubble, and a lot of things added 
to that. Securitization of very low interest rates. I wouldn’t blame 
the GSEs, but I would put them in the category. Most importantly, 
bad underwriting on the part of some banks, on the part of a lot 
of mortgage companies and under-regulated businesses. A lot of 
companies here didn’t do option ARMs, but option ARMs obviously 
sunk Countrywide, and probably Wachovia and WaMu. So the 
whole housing issue is one. 

I think when the economists talk about what caused some of the 
lower rates and things like that, I would put in the category the 
excessive trade deficit and Fed policy over an extended period of 
time created a little bit of a speculative bubble. And I would put 
in the category excess leverage, and that excess leverage was in 
consumers, it was in hedge funds, it was in banks, it was in invest- 
ment banks, it was in European banks, and it was pretty much 
around the world. 

Some of these things, by the way, were known in articles talked 
about, but no one predicted the ultimate outcome. Maybe people 
just thought we would have a regular type of recession and this 
stuff would clean up on its own. 

Mr. Royce. Mr. Blankfein, I saw your piece in the Financial 
Times on the rating agencies. What role did they play? 

Mr. Blankfein. Well, one of the big problems is that people sub- 
contracted risk management out to rating agencies. And I think we 
have all done that to some extent. We are all culpable for that. So 
we join the rating agencies in the problem. But, obviously, they got 
these things quite wrong and never reinvestigated, and they were 
too much relied upon by institutions. 

So, for example, when loans were packaged and resold, once they 
bore the stamp of a rating agency at a certain level no more inves- 
tigation was done and that certainly contributed to the accumula- 
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tion of assets on people’s balance sheets that they wish weren’t 
there. 

Mr. Royce. Thank you. 

Thank you, Mr. Chairman. 

The Chairman. The gentlewoman from New York, Ms. Velaz- 
quez. 

Ms. Velazquez. Thank you, Mr. Chairman. 

Mr. Pandit, last January, we learned that Citigroup was sup- 
porting legislation that would let bankruptcy adjust mortgages for 
at-risk borrowers. I would like, since you are quite a convincing 
person, that you provide the rationale for supporting that legisla- 
tion so that your colleagues who are sitting at the table understand 
why it is important to support that type of legislative initiative. 

Mr. Pandit. Thank you very much, Congresswoman. 

None of these decisions are easy. Let’s start there. But these are 
unusual times. They need unusual tools, and we have to admit 
that. What we found is that when we talk to homeowners, we can 
figure out a way to keep them in their homes. So when we go back 
to this particular legislation, to us what was important was to say 
let’s apply it retroactively, meaning it is for loans that have been 
made up to now. It is not about the future of the market. 

Ms. Velazquez. So what you are telling me is what you are 
doing in supporting bankruptcy cramdown is a better answer than 
foreclosure. 

Mr. Pandit. To me, the proposal that is in there that says the 
homeowner has to have had a negotiation with the bank or mort- 
gage owner for 10 days before bankruptcy gives us the opportunity 
to talk to them and renegotiate that. We think that is good for 
America. 

By the way, if they do go into bankruptcy, we have enormous 
confidence in the judicial system in America. 

Ms. Velazquez. I would like to go down the table here, starting 
with Mr. Blankfein, and ask you, would you be supportive? 

Mr. Blankfein. I agree with what Mr. Pandit said about in dif- 
ficult times you can make difficult decisions, and I would say we 
would not be supportive in general because these things have con- 
sequences. And if you allow these contracts to be changed in bank- 
ruptcy and admit the vagaries of that kind of uncertainty, one of 
the consequences we may find that may be unwanted is that less 
capital flows into these markets. 

Ms. Velazquez. So are you implying that Citigroup lost their 
mind? 

Mr. Blankfein. No, as I started out by saying, you can come out 
on either side of the line. 

Ms. Velazquez. I just want a yes or no answer. I don’t have 
much time. 

Mr. Blankfein. If they have, it is not because of this issue. 

Mr. Dimon. No, we don’t agree. 

Ms. Velazquez. Next, Mr. Kelly. 

Mr. Kelly. Limiting foreclosures is incredibly important, I think, 
to America, and we have to solve that, but cramdown legislation is 
problematic. 

Ms. Velazquez. Mr. Lewis. 
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Mr. Lewis. We think something could be worked out, but we 
want encouragement for the borrower to talk to the lender for some 
period of time, first. 

Ms. Velazquez. Mr. Logue. 

Mr. Logue. We agree that anything that we can do to help in 
the area of mortgage foreclosure is good. However, we do think 
there are also consequences to the proposed legislation that may 
not be beneficial. 

Ms. Velazquez. Mr. Mack. 

Mr. Mack. I would agree with my colleagues on the right. We 
need to negotiate and try to work things out. 

Mr. Stumpf. And I agree also we need to work without bank- 
ruptcy. I think bankruptcy has some really negative consequences. 

Ms. Velazquez. Thank you. 

Gentlemen, there have been talks about a $68 billion merger be- 
tween drug giants Pfizer and Wyatt. About $22.5 billion, or about 
a third of this transaction, will come from bank loans and espe- 
cially banks that are taking TARP money. While you are giving 
away money to corporate giants, the Federal senior loan officer sur- 
vey showed that over 74 percent of respondents reported tighter 
credit lending standards on loans to small firms in the last quarter 
of 2008. And I heard some of you saying that you are lending to 
small businesses. But let me just say that the numbers don’t lie. 
This is the Federal Reserve’s own survey. Credit for small firms is 
lower than it has ever been in the history of the Fed survey. 

So can you explain why your institutions are finding money to 
fund a multi-billion dollar merger that will produce 19,000 job 
losses but will not find more money to lend to small businesses? 

Of course, you are not going to provide an answer. 

Let me just say, here is the case of a businessman, a responsible 
businessman from Florida, who was paying his loan on time to a 
bank that received $3.4 billion in TARP money last year, and he 
asked for an extension on the maturity date of his loan to continue 
to make payments until the markets settled, and he was denied. 
The bank took their properties. That is what we have here on this 
table. 

The Chairman. The gentlewoman from West Virginia. 

Mrs. Capito. Thank you, Mr. Chairman. I would like to thank 
the gentleman. 

I have two questions, I hope, in the time I have allotted. 

I have several constituents I have heard from. We all have heard 
from constituents about the credit card debt issue. One gentleman, 
a minister, 77, holds a Chase card. His rate has just been jacked 
up on him. He now thinks he has to get a second job to be able 
to pay for his medicines. He never missed a payment. He is not de- 
linquent on anything. 

Another is a woman who had a Citigroup card for 14 years. She 
never missed a payment. She called Citigroup and they said, you 
have never abused your account; we are not going to raise your in- 
terest rate. Her interest rate was raised from 6.74 to 24.99 percent. 
Her payments now — she doesn’t pay her whole balance, obviously, 
every month, but she has never missed a payment in 14 years. 

These folks feel — and I think that when I saw Citigroup’s, your 
report to Congress, you mentioned here since receiving the first in- 
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stallment of TARP, Citi has made plans to expand its lending ac- 
tivities further and extend affordable credit to lower-risk bor- 
rowers. Well, that is not what I am hearing from my constituents. 

Can you please help me with this and help them? Because they 
feel that their good credit and their good faith and their good prac- 
tices, that it is on the backs of them not only as taxpayers but also 
as creditors, they are being asked to pay more. 

Mr. Pandit. I appreciate that, Congresswoman. 

We did not raise rates on cards for 2 years. Our funding costs 
went up, as did everybody elses. Credit costs went up dramatically. 
The question was one of keeping credit flowing. So we finally de- 
cided that, in order to keep credit flowing in a responsible way, we 
had to change rates on these cards. 

What I would also tell you is, together with that program, we 
also expanded our forbearance program. Our forbearance program 
is in talking to individuals and customers to lower their rates 
where it is appropriate. So we kept the credit flowing, but we also 
created a mechanism for either people to opt out and/or to change 
the rates on those cards on a case-by-case basis. 

Mr. Dimon. Congresswoman, I think, first of all, JPMorgan 
Chase tries to uphold the highest standards, and several years ago 
we got rid of universal default, double-cycle building. Universal de- 
fault allows you to raise rates on someone for something like a 
change in a FICO score. There are very limited rate increases. 
There are also rate decreases. So both take place, but they are very 
limited. And whenever we hear about a circumstance like this, if 
we did the wrong thing, we should fix it. Send it to me, and we 
will take care of it. Sometimes I hear this and the facts aren’t what 
you were told. 

Mrs. Capito. Well, I think we are hearing it across the country. 

Mr. Dimon. Well, send them all to me, and we will deal with 
them one by one, and we will treat the client in the proper and ap- 
propriate way. 

Mrs. Capito. Thank you for your response. 

Last question. Many of your institutions over the years have had 
significant acquisitions, and one of the stated intents was to spread 
the risk so if one part of your business is not doing as well the 
other parts can hold it up. We have a whole new lexicon here in 
the last several years in the financial services business, but one 
that I don’t think was set up for financial institutions is now “too 
big to fail.” 

Are you too big to fail and how do you respond to that? Mr. 
Pandit? 

Mr. Pandit. We are a large bank, and we are in 109 countries. 
We help American businesses around the world, we help Americans 
at home, and there is a size that comes with that. 

What we found, Congresswoman, is that in the environment we 
are going through, nobody has been spared. People talk about de- 
coupling. There is no decoupling. Every asset class has been linked. 
So diversification has not necessarily been the driver of why Citi 
is the size it is. The driver has been what do our clients need and 
how do we provide them those services, and that has led to the size 
of the operations that we are at. 
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Having said that, for our own sake, we have reduced the size of 
the company. We have reduced the assets, and we are restruc- 
turing Citi into two parts. One is going to be our ongoing business, 
which is a lot simpler than the business we had before and a lot 
smaller. 

Mrs. Capito. How much time do I have left? 

Ms. Waters, [presiding] You have a couple of seconds left. 

Mrs. Capito. Anybody else? 

All right. Thank you. 

Ms. Waters. The gentleman from North Carolina for 5 minutes. 

Mr. Watt. Thank you, Madam Chairwoman. 

I am actually going to follow up on the question that Mrs. Capito 
has raised here, and I want to follow it up with Mr. Lewis and Mr. 
Stumpf, because they are the two banks that have the largest pres- 
ence in my congressional district. But I suspect it is a question that 
is applicable to all of these folks. Because if you were asked to take 
TARP money, then you probably fit into the category of too big to 
fail. 

I think I started this discussion with Hugh McCall some years 
ago around the issue of deposit caps and became convinced of the 
merits of having banks large enough to be worldwide competitive, 
and so I understand that aspect. 

I have had the discussion with Ken Thompson and even back to 
John Medlin when they were saying that Wachovia didn’t have to 
worry about that because it didn’t have a nationwide footprint, but 
now Wells Fargo, the owner of what used to be Wachovia, does 
have a nationwide footprint. 

Then, most recently, yesterday, Secretary Bernanke started to 
raise more concerns about this whole question of too big to fail. 

So I guess my question is whether, in that context, an even more 
aggressively regulated framework for larger banks, and maybe 
even not only banks but institutions that have systemic risk poten- 
tials, might be appropriate? What is your assessment of that, Mr. 
Lewis and then Mr. Stumpf? And the rest of you all can respond 
in writing, I guess, because we won’t have time to hear from every- 
body. 

Mr. Lewis. Well, on the positive side, I think if, instead of look- 
ing at size, you look at the beauty of diversity, the beauty of diver- 
sity of people, products, and geography — despite the fact that this 
has been an incredible timeframe in terms of a recessionary envi- 
ronment, it seems like the diverse companies certainly have done 
better than the monolines and the ones that were so focused on 
wholesale funding. So I think there has been some strength admit- 
ted or obvious in this time from banks that have that diversity. 

The size thing, I think, is more an issue of not size but what your 
role is in the capital markets and markets in general and, there- 
fore, do you pose a systemic risk no matter what your size it is. 
We saw some of that when we saw the Lehman failure and the 
things that happened from there. 

So I don’t know if it is “too big to fail” as an issue, but if you 
are systemically important, the consequences of an institution fail- 
ing is pretty severe. 
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Mr. Watt. And should you then have a more aggressive regu- 
latory framework? Or how would you address that, I guess is the 
question I am trying to get to the bottom of. 

Mr. Lewis. I think that therefore calls for an overlay of super- 
vision beyond what we have now. 

Mr. Watt. Mr. Stumpf. 

Mr. Stumpf. Thank you, Congressman. 

I think success and failure is more a condition of culture and 
leadership and values than it is as it relates to small or large. In 
our case, we have a strong culture. We were able to buy a firm, 
merge with a firm using our own money. 

Mr. Watt. I don’t want to cut you off, but I know where you are 
going, and I am not sure that is going to address the public neces- 
sity, because then that leaves it to the individual goodwill, good in- 
tentions or good execution, which, if it is a systemic problem, may 
work out well, may not work out well. 

Let me ask one other question going back to credit card risk and 
the impact on the economy in general. Is it your estimate — and you 
can submit this in writing — that the size of this stimulus is suffi- 
cient to serve the purpose for which it is being represented? I will 
let you respond to that later. 

Ms. Waters. Thank you. 

The gentleman from Texas, Mr. Hensarling. 

Mr. Hensarling. Thank you, Madam Chairwoman. 

Gentlemen, if there is one overarching message from a number 
of us, it is what you do with your money is your business; what 
you do with the taxpayer money is our business. Having said that 
in my opening statement, I spoke about the Administration’s execu- 
tive comp proposals. I am still studying every comma and semi- 
colon within it. But although sometimes life is full of lousy options, 
I tend to err on the side of the taxpayer. 

One thing that did concern me was a front page article in the 
Financial Times, I think it was yesterday. The headline is, “Deut- 
sche Bank chief says U.S. pay curb could spur defections. President 
Obama’s sweeping restriction on pay at U.S. banks could push 
their best staff to defect to overseas rivals, Joseph Ackerman, Chief 
Executive of Deutsche Bank, Germany’s biggest bank, predicted 
yesterday.” 

Clearly, there must be some balance here. But are you concerned 
at the loss of talent through this program? 

Anyone who cares to comment, we will take the first volunteer. 

Mr. Mack. Yes, Congressman. I think at the most senior levels 
I am not as concerned, but at levels below that — and we are seeing 
it already with some of our European managing directors and exec- 
utive directors. Some of the European banks have already gone out 
and put packages and multiyear guarantees in front of them. So it 
is a competitive issue. But I think it is for that group of individuals 
below the most senior management. I am concerned about it, 
though. 

Mr. Hensarling. A second question: I think a number of you 
have indicated that, in retrospect, perhaps you didn’t exactly volun- 
teer to take the capital infusion from the Federal Government, and 
if you had your druthers you would pay it back. Aside from market 
conditions, which we are all painfully aware of, is there a legal im- 
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pediment — I don’t have the wording of these investment vehicles in 
front of me, but is there a legal impediment — if Congress wanted 
to allow you to pay the money back and you wanted to pay the 
money back, what is it that is preventing that? Mr. Dimon? 

Mr. Dimon. Part of the agreement was that if you pay it back 
before the end of 3 years, which is now somewhat less than that, 
you have to replace it with an equivalent type of capital. So a lot 
of the firms that might want to pay it back don’t want to go raise 
all that capital which they don’t necessarily think they need. So 
this is a legal impediment at this point. Chairman Frank men- 
tioned that may get changed, but that has not been changed yet. 

Mr. Hensarling. Any other comments? 

Seeing none, we will go on to the next question. 

I want to echo some of the sentiment that I have heard from my 
colleagues and a lot of angst from my constituents in the Fifth Dis- 
trict of Texas who don’t understand about their credit limits being 
limited, capital that was previously available to them. 

I am curious, as you continue to hear a message from many in 
Congress saying loan, loan, loan, I continue to hear anecdotes from 
bankers I know saying they are hearing the opposite message from 
their regular interests, saying contract, contract, contract. Now all 
of this evidence I am hearing is anecdotal. But could somebody 
speak to that dynamic? Perhaps my anecdotal evidence is — Mr. 
Stumpf? 

Mr. Stumpf. Congressman, maybe I will take a shot at that. 

Clearly, all of us want to make good loans; just making loans for 
loans’ sake is not going to help anyone. Actually, we are finding op- 
portunities to make good loans, and the regulators are not, at least 
in our case, any different than they were before, concerned about 
safety and soundness as they should be. But we are not being en- 
couraged by them not to make loans. 

Mr. Hensarling. Anybody else wish to comment on that? 

If not, speaking for myself and many others, if you don’t think 
they can repay it, please don’t loan them the money. It is kind of 
what got us into this economic crisis in the first place. 

I want to go back to the issue of a systemic regulator. Some of 
us still have concerns that with institutions that are deemed sys- 
temically significant, it becomes a self-fulfilling prophecy that they 
are too big to fail. Witness Fannie and Freddie. Chairman Green- 
span — I didn’t agree with everything he said and did — but for years 
and years and years, he warned that one of the greatest points of 
systemic risk in our economy was Fannie and Freddie, yet many 
Members of Congress fought for years and years and years to make 
sure they didn’t have any regulation. Many said that Congress 
would never bail them out, and now we have bailed them out. So 
does that not become a self-fulfilling prophecy? 

Ms. Waters. The gentleman’s time has expired. 

The gentleman from New York. 

Mr. Ackerman. Thank you, Madam Chairwoman. 

Sometimes some of us think we are living in two different 
worlds. One world is here; and we listen to the group of you giving 
us very calm assurances that everything is okay, under control, 
and there are no problems, that you are lending out all this money 
and that everything is hunky dory. And then we leave here and go 
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home to our districts all over America, and I think we all hear ba- 
sically the same thing, and that is the voices from the other world, 
the real world, where people can’t get loans, where people can’t re- 
finance their homes, where people can’t buy automobiles, can’t send 
their children to college. And we listen to you and we hear words, 
words, words, and no answer. 

It seems to me, and to some of us, that this money hasn’t 
reached the street, that you are not loaning it out. When the press 
makes inquiries as to what you did with the first tranche of money 
that we gave you, many billions of dollars, your answer is it is none 
of your business and we don’t have to tell you because we weren’t 
required to and if you want new restrictions on what we do and 
what we have to do, then put it in the next tranche of money. 

The fact that we heard from so many of you that you have made 
so many loans in the past year is not reassuring, because that is 
what you are supposed to do. But what did you do with the new 
money? That is not really anything that many of you have ad- 
dressed today. 

It seems to me that of the $302.6 billion that have gone out in 
TARP, the 8 firms that you represent have received $165 billion, 
much more than half of all the money we have lent, lent almost 
300 institutions across America. 

How do you explain that? 

Mr. Dimon. Can I take a crack at that, Congressman? 

First, I think what I heard is that every person up here believes 
the government absolutely has the right to ask the question about 
the TARP money, what we are doing, that we are doing things in 
the best interests of the company. 

Mr. Ackerman. Why didn’t we get answers? Why didn’t the press 
get answers? Why didn’t anybody get answers? 

Mr. Dimon. I can’t explain with the press. I am telling you every- 
one here has said that and is doing everything they can to do it 
right. 

There is something that explains part of the difference of what 
you are saying. Bank lending is kind of flat year over year, up a 
little bit or down a little bit, and one of the other Congressmen 
mentioned it. There is a huge amount of non-bank lending which 
has disappeared, which is the same thing to the consumer, finance 
companies, car finance companies, mortgage companies, Country- 
wide, funds, money funds, bond funds, that did withdraw money 
from the system and make it much harder in the system. That cre- 
ated some of the crisis we have. 

Mr. Ackerman. Can you give us a list of what you did? How 
many billions did your company get? 

Mr. Dimon. We got $25 billion. 

Mr. Ackerman. Can you tell us what you did with $25 billion? 
Not what you did with all your other money but with that $25 bil- 
lion? 

Mr. Dimon. I believe that we lent out, probably exclusively be- 
cause of that, probably $50- to $75 billion within a couple of weeks 
of that, most of that being in government and not-for-profit, $1 bil- 
lion to the State of Illinois, interbank lending, the purchase of 
mortgage securities. 

Mr. Ackerman. Why can’t people get mortgages? 
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Mr. Dimon. I believe that we did $35 billion in mortgage origina- 
tions. 

Mr. Ackerman. What did you do last year, and the year before? 

Mr. Dimon. In this same quarter, I don’t remember the number, 
but I would say approximately the same. 

Mr. Ackerman. So with $25 billion more, you gave out the same 
as you did the year before. So there is no increase. 

Mr. Dimon. In that product. Some products were up, and some 
products were down. 

Mr. Ackerman. But if you did $35 billion last time, you did $35 
billion this time, we gave you $25 billion more to do it, nothing of 
that went out then. 

Could you each send us in writing what you did with all of those 
billions of dollars that you got? Is anybody unwilling to do that at 
this point? Is anybody going to say, it is not your business; we don’t 
have to? We will expect that from each of the eight of you in writ- 
ing then. 

Okay, the $165 billion that we have put into your companies 
shows that we have some degree of confidence in what you are 
going to do with that money and that you are going to be around. 
Each of you are individually wealthy. Could you go down the line 
and just give us a number, how much of your personal money you 
have invested in your company in new money during the last 6 
months? And zero is a number. 

Mr. Blankfein? I can’t hear you. Just a number. 

Mr. Blankfein. My wealth is in my company, because that is 
how I get compensated. In new money that went in, zero, because 
that money is already in my company. 

Mr. Ackerman. Mr. Dimon? 

Mr. Dimon. $12 million. 

Mr. Kelly. I did not put any new money in. 

Mr. Lewis. I have bought 400,000 shares, and I have forgotten 
the amount. But I bought 400,000 new shares. 

Mr. Logue. Nothing. 

Mr. Mack. Nothing. 

Mr. Pandit. $8.4 million. 

Mr. Stumpf. Nothing new. All of it is in. 

Mr. Ackerman. Thank you, Madam Chairwoman. 

Ms. Waters. Thank you very much. On that note, we will recess 
until 1:15. So I would like to ask all the members and our wit- 
nesses to please return promptly at 1:15 so that we can continue 
our questions. Thank you very much. 

[recess] 

Mr. Meeks, [presiding] The committee will come to order. The 
Chair recognizes Mr. Garrett of New Jersey for 5 minutes. 

Mr. Garrett. I thank the Chair, and I appreciate the fact that 
we are holding this hearing today, although some may argue that 
we are holding it a day late and a dollar short. A number of us re- 
quested such a hearing back in December before we released the 
second round of $350 billion of TARP, the idea being that before 
we authorize the expenditure of $350 billion for a second time, 
maybe we should know how we spent the first one. Unfortunately, 
that is not the way we operate here in Congress. 
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Secondly, I would like to make the point to thank the chairman 
for advocation for the committee with regard to the cause of why 
we are here today. And he said in his opening statement that it 
was not deregulation, but nonregulation or the absence of regula- 
tion that helped bring us to where we are today. That is significant 
because many times we have heard from the other side of the aisle 
that there was rampant deregulation occurring over the last decade 
or so, opening up the marketplace to allow all sorts of other activity 
to occur. I appreciate the chairman edifying us that it was, in fact, 
as many of us have said, not deregulation, but perhaps some gaps 
and lack of regulation. 

Turning then to some questioning. Mr. Blankfein, I would ask 
with regard to your company and your information that you can 
enlighten me on the situation with AIG. Some people say that 
when the Federal Government stepped in and helped bail out AIG, 
what they really were doing was saving the counterparties or sav- 
ing the banks in their relationship with AIG. I wonder if you could 
just sort of enlighten us as to what your relationship is with or was 
with AIG, and what your position with as far as counterparty obli- 
gations, what the dollar amounts may have been at that point in 
time. 

Mr. Blankfein. Sure. AIG was a very large, obviously very large, 
company. It also was a very large player in the credit markets in- 
suring credits. We and many people on Wall Street and many busi- 
nesses who would have had exposures would have dealt with AIG. 

In our dealings with AIG, we were always subject to a collateral 
arrangement, and so that with respect to our dealings with AIG, 
we were always fully collateralized and had de minimis or no credit 
risk at any given moment because we exchanged collateral. So we 
had outstanding positions, as did most people, but we had no credit 
exposure because we had collateral from them and in some cases 
other kind of credit mitigants. 

Mr. Garrett. I have heard rumors or stories in the paper and 
what have you as far as a position dollar amount. Can you give us 
a ballpark figure? 

Mr. Blankfein. Our total outstanding, if you look at the nominal 
amounts of positions, would have been $20 billion worth of nominal 
positions. That wasn’t the exposure. The exposure was substan- 
tially less. And we exchanged collateral. 

I do know where the source of the rumors were. There was a 
New York Times story that was partially retracted that made the 
statement that AIG was being saved for the benefit of the 
counterparty. Now, to some extent AIG had obligations to a lot of 
people. Had they defaulted on their obligations, they would have 
gone bankrupt, and that would have triggered. And in a particular 
statement they said Goldman Sachs had a huge obligation, which 
we immediately denied. Our CFO and our earnings call said to the 
world that we had no significant credit exposure to AIG, and I re- 
peat that to you now. 

Mr. Garrett. So if they were fully collateralized, then what was 
then, A, the point as far as the statements made by some that Fed- 
eral dollars that actually went through AIG to you would not be 
a correct statement, because they were already fully collateralized? 

Mr. Blankfein. We were collateralized. 
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Mr. Garrett. If you were collateralized, then what was the ne- 
cessity for the Fed to step in at that point to bail them out? 

Mr. Blankfein. AIG had exposures. It wasn’t being driven in 
any way by its exposures to Goldman Sachs. 

Mr. Garrett. My time runs quick. Were you hedged on the way 
down as well for that? 

Mr. Blankfein. We had a collateral — yes, the answer is yes, we 
always had hedges. Sometimes the hedge — I am sorry. Sometimes 
the collateral would lag, and we would also take out credit insur- 
ance against their exposure. So it was always our intention. We 
manage all our risks, including our credit risks. 

Mr. Garrett. Help me understand this in 15 seconds. Does that 
mean that you can sort of win on the way up and on the way down, 
too? 

Mr. Blankfein. No, no, no, no. It just meant that we were in- 
sured against losing money because of their default. 

Mr. Garrett. So you benefited on the fact that they were 
collateralized? 

Mr. Blankfein. We had transactions with them, and if they had 
gone the wrong way, they would have owed us money. We assume 
they would pay it, but if they defaulted, they wouldn’t pay us. We 
insured against that default. We didn’t win money from it. We 
wouldn’t have made money, but we protected our downside. 

Mr. Garrett. I appreciate that. My time has run out. Thank 
you. 

Mr. Meeks. Mr. Sherman of California. 

Mr. Sherman. Thank you. 

Several of the witnesses have said that they have not used tax- 
payer money to pay bonuses and dividends. Gentlemen, money is 
fungible; don’t insult our intelligence. It is a rather silly claim to 
say, well, we just used the depositors’ money or the investors’ 
money to pay the dividends and the bonuses, and then we put the 
taxpayers’ money in our vault pending the day when those deposi- 
tors want to make a withdrawal. 

The issue is what dividends and bonuses did you pay or will you 
pay while you are holding taxpayer money? The chairman correctly 
states taxpayers want their money back ASAP, which is why it is 
outrageous that some of you have paid, all of you have paid, divi- 
dends or had stock repurchases. You had extra money, and instead 
of loaning it to the economy, instead of repaying it to the tax- 
payers, which is what you should have done, you sent it out as 
dividends to your shareholders; 8 out of 8 of you have paid divi- 
dends since October 1st, and 7 out of 8 of you have paid dividends 
after you got the TARP money. So I want you to provide a state- 
ment on your dividend policies for the record. 

But for now, I would like you to just raise your hand unless you 
have adopted a policy that prevents future dividends and future 
stock repurchases until the taxpayers are repaid. Please raise your 
hand unless you have such a policy. 

So I see only the first two witnesses, Blankfein and Dimon, have 
raised their hand. The rest of you have adopted such a policy? 

Do you have a policy against paying dividends to your common 
shareholders while you are holding taxpayer money? 
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Mr. Logue. Congressman, we have reduced our dividend to one 
cent. 

Mr. Sherman. Is that a policy? Does anybody else have — I will 
give you 1 cent a share? Does anybody other than Mr. Logue have 
a policy against paying dividends in excess of 1 cent a share for so 
as long as you hold the taxpayers’ money? 

Mr. Pandit. That is where we are as well, Congressman. 

Mr. Sherman. So I see Mr. Lewis and the gentleman from 
Citicorp raising their hands. The rest of you ought to adopt such 
a policy. 

Next is a question insisted upon by three new friends I have in 
Detroit. I would like you to provide for the record a detailed state- 
ment about planes and perks, but for now I would like you to raise 
your hand if your company currently owns or leases a private 
plane. 

Let the record show all the hands went up except for the gen- 
tleman from Goldman Sachs. 

Gentlemen, we know that it is extremely expensive to operate 
these planes, that you could sell them and generate capital for your 
company, and that capital could be used to repay taxpayers imme- 
diately. The big show of not buying one particular new plane flies 
in the face of how you are really flying. 

The third issue. The first $254 billion of TARP money was in- 
vested, and all parties announced that this was at par, that the 
Treasury was getting securities worth as much as the Treasury 
was investing. The Congressional Oversight Panel last Friday dis- 
tributed this chart which is behind me, which shows that the tax- 
payers were screwed to the tune of $78 billion, much of it by the 
firms represented here. 

I would like you to raise your hand if you plan to suggest to your 
board of directors that they issue additional preferred shares and 
warrants to the taxpayer to fully compensate for the shortfall dem- 
onstrated by the Congressional Oversight Panel. 

Let the record show no hands went up, and that all of the wit- 
nesses are content to leave a situation where the taxpayers have 
been undercompensated to the tune of $78 billion. 

So I will ask the gentleman from Citibank particularly, you re- 
ceived $45 billion in cash. It has been demonstrated, I think con- 
clusively, by the Congressional Oversight Panel that you only deliv- 
ered securities, preferred stock and warrants with a value of $25 V 2 
billion, shorting us to the tune of $19V2 billion. Are you content to 
just sit there and say, sorry, we gave you too little securities, we 
are happy that we gave you so little, and we are not going to give 
you more? 

Now, before you answer, don’t tell me that the securities could 
go up in value and could be worth hundreds of billions of dollars. 
Trust me, if I sold you General Motors stock today for $10 a share, 
you would call that an unfair transaction because the market says 
today it is worth about $3 a share. So why are you unwilling to 
issue additional securities to make the taxpayers fully com- 
pensated? 

Mr. Pandit. Congressman, I haven’t looked at this analysis. We 
would like to look at the numbers. And I haven’t done that. I don’t 
know exactly where all these numbers come from. 
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Mr. Sherman. That comes from the Congressional Oversight 
Panel in the hearings of last week. 

Mr. Pandit. I appreciate it. Ultimately, my goal is to make this 
an extremely profitable investment for the U.S. Government. I plan 
to pay it back. In the meantime, we are paying $3.4 billion annu- 
ally as dividends on this investment. 

Mr. Meeks. Mr. Barrett of South Carolina for 5 minutes. 

Mr. Barrett. Thank you, Mr. Chairman. 

Thank you, gentlemen. Thank you for being here today. 

Gentlemen, I believe in the power of the free market, I believe 
in entrepreneurship, I believe in risk, I believe in innovation. But 
I want you to understand, and I know you do, that your decisions 
have real consequences, and when we stray away from making 
good commonsense business decisions and moral decisions, that we 
put a lot of things in jeopardy. And I know you know this, but we 
have people in America and people in this Congress that if you 
don’t get it right, they are going to take control, and they are going 
to get it right, and that scares the fire out of me, because I believe 
that our free market and our capitalistic society is at stake. And 
I am not trying to be overdramatic, but it rests on you, so please 
get it right. 

Mr. Pandit, thank you for your report today. I look forward to 
taking a look at that, and I applaud you for getting that. I hope 
that you get all 435 Members that information. 

I keep hearing from a lot of people that stability and consistency, 
certainty is what we need. What can the Federal Government do 
right now, in your opinion, that can help the stability and the cer- 
tainty of the market today, or is there anything we can do? 

Mr. Pandit. Congressman, we are in the midst of a once-in-a- 
many-generation economic event, and it really is about GDP and 
unemployment. We need to arrest that, and the plans that have 
been talked about so far, I think, are responsive. 

We have to stabilize housing. It started there, we need to fix it 
there; keep people in their homes, avoid foreclosures, try to get 
that destabilized. We need to make sure we get credit flowing 
again, and that is clearly a very important part of what the Fed- 
eral Government and the Federal Reserve Bank can do. And we 
need to create jobs. I think those three are still the goals. 

We were pleased to see Treasury Secretary Geithner’s report yes- 
terday, but we are all awaiting a lot more details to see exactly 
how it is going to work. 

Mr. Barrett. To your point, the Federal Government has done 
some things, and there is talk about spending this next $350 billion 
with Secretary Geithner. Do we need to take a wait-and-see ap- 
proach, a little more measured approach now, Mr. Pandit, and say 
let some of this stuff percolate before we commit anything else? 

Mr. Pandit. Congressman, that is a very good question, and, 
again, there are no easy answers to that. Let me tell you that we 
always deal with economics, but there is also an issue of con- 
fidence. And I don’t have a formula as to how to fix confidence. We 
know what we can do economically. I think confidence is up to all 
of us here in this room, including the Treasury Secretary and the 
President and everybody else. And one thing we do know about 
confidence, when broken, you get to fixing it really fast. 
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Mr. Barrett. Mr. Dimon, the same question. Is there anything 
that you know that we can do to bring some certainty into the mar- 
ket, the Federal Government? 

Mr. Dimon. I think it is a combination. There is no one thing. 
But I think very well-designed fiscal stimulation. I know something 
got voted on in the conference today. I can’t evaluate the effective- 
ness of all of that because I am not capable of doing that, but that 
is one piece. 

I think the Secretary of the Treasury yesterday spoke about four 
different types of things: TALF, which I think will be helpful and 
important; financing mortgages, making them both cheaper and 
more affordable, and we spoke earlier today about making mort- 
gage modifications easier to do and quicker; the public-private 
bank; and the stress testing; and additional capital of banks. If 
these things are done, they are done quickly, coordinated, con- 
sistent, fairly, I think they will have a very good effect and start 
to turn this around. 

Mr. Barrett. Thank you, sir. 

Mr. Lewis, do you believe that this TARP program has perma- 
nently changed the face of the free-market system in the United 
States? 

Mr. Lewis. It certainly is the most unusual thing I think we 
have ever done, at least in my almost 40 years in this industry, but 
I don’t think it has to. I think you could have a scenario where the 
economy does improve, that the banks within the 3-year period do 
pay it back, and that we get back to normal. So I am not so skep- 
tical to say that we have turned the corner on that point. 

Mr. Barrett. Mr. Kelly, the same question. 

Mr. Kelly. I would say the system is not permanently changed. 
I think there are a number of learnings in that we have had the 
worst economic downturn since the 1930’s. I think there are very 
good learnings on this. They are complicated. There are a lot of 
things we have to do. I do think we have a very good chance to as 
a group, as an industry, to repay the TARP money and for the tax- 
payers to ultimately make a lot of money on it. 

Mr. Barrett. You guys fix this thing so we can get out of this 
stuff. 

Thank you, Mr. Chairman. 

Mr. Meeks. I yield myself 5 minutes. 

Chairman Frank initiated talking about we look back so that we 
can make sure we can go forward. Barack Obama is now the Presi- 
dent of the United States because he said there should be change 
in Washington, and I think that there is one thing that we have 
in common, that is, those in the financial services industry and 
those of us who sit in Congress, is that right now both of us, your 
industry and mine, have a credibility problem with the American 
people. There is enough blame, there is a lot of blame to go around, 
but we both have a credibility problem, and that is the kind of 
change that we are talking about. And when I think about this cri- 
sis that we are currently engaged in, there are some things that 
I think surely that we should have done probably as Members of 
Congress. And maybe we should say to the American people that 
we are looking to get it right this time and apologize to them for 
not getting it right the first time. In regards to a lot of the invest- 
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ments that was made, clearly there are some things, some bad in- 
vestments that were made. 

So my first question is, do you feel that the industry has any- 
thing to apologize to the American people for so that we can try 
to have some reconciliation to move forward and gain some credi- 
bility back? Does the industry have anything that we should apolo- 
gize to the American people for because we didn’t catch this, and 
now we are in this terrible situation? Anyone. 

Mr. Mack. That is a tough question, so let me just say that as 
an industry, clearly we made mistakes, whether it is leverage — at 
least speaking of my company, at one point we had 32 times lever- 
age — whether it was in loans that we made that we shouldn’t have 
made, whether it was in some of the complex instruments. So I 
think from Morgan Stanley’s point of view, if you go back and play 
the clock over again, you definitely would do it differently. 

I think the entire industry shares some of that responsibility, 
and for that we are sorry for it. I am especially sorry for what has 
happened to shareholders, and the knock-on effect to that has been 
what has happened to the American people. But clearly as an in- 
dustry we have accountability, and we are responsible. It is much 
broader than just this group of people, but we all have responsi- 
bility. I will take that responsibility for my firm. 

Mr. Meeks. Thank you. 

Let me move forward and to try to get to this question that I 
think was asked by Ms. Waters earlier, and, yes, we were talking 
about, I believe, the underwriters’ fees, when you heard that ques- 
tion before, that I guess internally you will pay the underwriters 
within your companies, etc. 

Let me extend that to ask this: When you are talking about the — 
whether it is the FDIC or the TLGP program and the 
underwritings, is there any opportunity or have any of you utilized 
any small or minority- or women-owned firms? I know that in lis- 
tening to Mr. Mack earlier, he said a lot of folks initiated from 
small firms before they got to big firms. But looking at the fees 
that were paid internally, or so it appears to me, I am wondering 
whether or not anyone has given any money or utilized that to give 
it out to some underwritten by small or minority-owned firms or 
women-owned firms? 

Mr. Stumpf. I might take that. In our company, and I believe it 
is in many of the companies we have, minority vendor programs 
were not only Tier 1 but Tier 2, so we put our products and serv- 
ices out for bid for whatever it might be. 

Mr. Meeks. I am talking now specifically about the TARP and/ 
or the FDIC Temporary Liquidity Guarantee Program and the fees 
that would be utilized by underwriters therein. I think that Mr. 
Pandit talked earlier about that; the money that is legal, that you 
have to — by law you have to have it underwritten. 

My question is, there are also opportunities there for it to be 
farmed out to others or contracted out to other minority firms or 
small firms, and I was wondering if anyone has done it with any 
of those fees specifically, with public dollars. 

Mr. Stumpf. Yes, we have done that. 

Mr. Pandit. Congressman, I don’t have the facts. I can get you 
the facts. I believe we do that, but let us get you the information. 
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Mr. Meeks. I would like to get the information from everyone 
else. 

Finally, let me ask Mr. Blankfein, I think that I caught the word 
in your testimony that you said you are a wholesaler, and therefore 
you don’t get into the housing market. However, it would seem to 
me that since housing is the — and foreclosing, keeping people in 
their homes is most importantly, is there anything as a wholesaler 
that you in your company can do to make sure that we are keeping 
people in their homes? 

Mr. Blankfein. Thank you, Congressman. 

We are not an originator of mortgages because we don’t deal with 
the consumer, however, we own a mortgage servicing company that 
is responsible for interacting on behalf of the owners of mortgages, 
and that is Litton Servicing. That company has been very fore- 
sighted and innovative in the way it has approached its dealings 
in modifying mortgages. 

Mr. Meeks. I have to cut you off. Can I get that in writing? 

And I would move to Mr. McCotter from Michigan. 

Mr. McCotter. Thank you, Mr. Chairman. 

Coming from Michigan, the reports about the failure of the Wall 
Street bailout to date has caused a lot of concern. There is a lot 
of suffering going on in Michigan; high unemployment, highest in 
the country, a very difficult time finding credit. It is so difficult for 
them to get credit despite the Wall Street bailout that they were 
told would work that they are beginning to think they are being 
redlined by banks. I simply bring this to your attention without my 
own comment on it. 

The question that I do have regarding the auto industry is, we 
are seeing the UAW, we are seeing the auto executives, we are see- 
ing suppliers, car dealers, everyone coming together to make sure 
that the American-based auto industry survives. I would like to 
know what your view of the survival of the American auto industry 
is, and if as stakeholders in that process you are willing to help en- 
sure that the restructuring process is successful. 

Mr. Mack. Congressman, we have — and clearly not just my 
firm — we have relationships with the Big Three automakers. We 
have loans on our books to them. One of the things that hopefully 
we will be able to do as markets open up for them, as we have done 
in the past, raise either debt money for them or preferred or find 
foreign investors who will put money in with them. So from my 
perspective, we couldn’t be any more focused and committed not 
only in spirit, but on our balance sheet. 

Mr. Stumpf. Congressman, we are closer to the customer end of 
that situation. We finance and do business with many of the 20,000 
different auto dealers there are in the Nation. We are buying about 
$1.5 billion of consumer auto paper a month in our company, and 
we view that as good credit, and it helps hardworking Americans 
buy cars. 

Mr. Lewis. I would say that, number one, we are working with 
GM as we speak to convert their debt to equity; secondly, that we 
like automobile loans, and actually in January they were up 7 per- 
cent over January of 2007 — 2008. 

Mr. Meeks. Mr. Moore of Kansas for 5 minutes. 

Mr. Moore of Kansas. Thank you, Mr. Chairman. 
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I have a series of questions I would like to ask, and ask each of 
you to respond, and start if we could with Wells Fargo, Mr. Stumpf 
at the end, and just move this way, if you would, please. 

How much taxpayer money did your company receive in the past 
5 months? Number two is how much salary did you receive in 2008, 
and how much, if any, bonus or other financial consideration did 
you receive? And I would like to go down the line with those two 
questions, please. 

Mr. Stumpf. We received $25 billion. My compensation in 2008 
was — I am embarrassed, but I think it is 850 — I can’t remember 
the exact number; let us say $850,000. And as far as bonus, our 
company, our board of directors makes that decision in February 
regarding 2008, but there is no mystery there. Unless we reach at 
least a 15 percent internal rate of return or 235 earnings per share. 
We don’t qualify. And we didn’t make either of those. So there will 
be no bonus. 

Mr. Moore of Kansas. Thank you, sir. 

Mr. Pandit with Citigroup. 

Mr. Pandit. Congressman, we received $45 billion of TARP 
money. My compensation for the year 2008 was my salary, which 
is $1 million. I received no bonus. And as I stated earlier, I plan 
to take $1 a year in salary and no bonus until we return to profit- 
ability. 

Mr. Moore of Kansas. Thank you, sir. 

Morgan Stanley, Mr. Mack. 

Mr. Mack. Congressman, $10 billion in TARP funds. My salary 
is $800,000 in salary and zero bonus. 

Mr. Moore of Kansas. Thank you, sir. 

Mr. Logue, State Street Corporation. 

Mr. Logue. Congressman, we received $2 billion in TARP funds. 
My salary is $1 million, and my bonus is zero. 

Mr. Moore of Kansas. Thank you, sir. 

Bank of America, Mr. Lewis. 

Mr. Lewis. 2008, $15 billion in TARP money, $1.5 million salary, 
no incentive. 

Mr. Moore of Kansas. Thank you, sir. 

Mr. Kelly, Bank of New York Mellon. 

Mr. Kelly. $3 billion in TARP money, Congressman, and my sal- 
ary is $1 million and zero bonus. 

Mr. Moore of Kansas. Thank you, sir. 

Mr. Dimon, JPMorgan. 

Mr. Dimon. We got $25 billion in TARP money. My salary is $1 
million, and there was no bonus paid for 2008. 

Mr. Moore of Kansas. Thank you, sir. 

And Mr. Blankfein, Goldman Sachs. 

Mr. Blankfein. $10 billion in TARP money, $600,000 in salary, 
no bonus. 

Mr. Moore of Kansas. Thank you, sir. 

Again, start at this end this time and go back the other way. 
How much salary will you receive in 2009, has that been deter- 
mined; and what do you expect to receive, if any, in the way of bo- 
nuses in 2009? 

Mr. Blankfein. 2009 salary is still $600,000, and we are a long 
way from bonus time. 



55 


Mr. Moore of Kansas. Okay. Mr. Dimon. 

Mr. Dimon. My salary is $1 million, and we are a long way from 
bonus time, too. 

Mr. Moore of Kansas. Instead of going through all this, is there 
anybody whose salary will have changed from last year? 

Mr. Pandit. As I said earlier, Congressman, I told my board I 
will take $1 a year in salary. 

Mr. Moore of Kansas. Thank you, sir. 

Anybody else? 

Okay. I would like to start now, and begin down here, if you 
would, please, with Goldman Sachs, and ask, will you expect that 
your company will be able to pay back taxpayer funds by 2012? 

Mr. Blankfein. It is my hope to do that well before that. Mar- 
kets are uncertain. If it can be, we will. 

Mr. Moore of Kansas. Thank you, sir. 

Mr. Dimon. 

Mr. Dimon. Yes. 

Mr. Moore of Kansas. Mr. Kelly. 

Mr. Kelly. Yes. 

Mr. Moore of Kansas. Mr. Lewis. 

Mr. Lewis. Yes. 

Mr. Moore of Kansas. I am having trouble seeing a little far- 
ther on down there. 

Mr. Logue. Yes. 

Mr. Moore of Kansas. Yes, sir. 

Mr. Mack. Yes. 

Mr. Moore of Kansas. All right. 

Mr. Pandit. Yes. 

Mr. Stumpf. And yes for Wells Fargo. 

Mr. Moore of Kansas. Very good. 

Thank you, Madam Chairwoman, and thank you to the gentle- 
men on the panel. 

Mrs. Maloney, [presiding] The gentlemen yields back. 

Mr. Lance from New Jersey is recognized for 5 minutes. 

Mr. Lance. Thank you very much. And good afternoon to all of 
you gentlemen. 

Mr. Stumpf and the entire row, as a follow-up to the question 
that was just asked, how many of you would be able to pay back 
the TARP funding early and not related to the 3 years, but perhaps 
early? And I know there may be legislation that is being written 
so that you don’t have a penalty for paying back this money early. 
So how many of you could expect to pay it back early? 

Mr. Stumpf. In Wells Fargo’s case, it would depend on the credit 
markets more than anything else. 

Mr. Lance. Mr. Pandit. 

Mr. Pandit. Congressman, we are all dependent on the markets, 
market conditions. As soon as possible. 

Mr. Mack. Given that I think the markets have improved, we 
think maybe not the entire amount by 2012, but some portion of 
it prior to that. 

Mr. Lance. Thank you. Mr. Mack. 

Mr. Logue. Congressman, I would agree with my colleagues that 
it will depend on the markets. Hopefully we will be able to give it 
back prior to 2012. 
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Mr. Lewis. I would agree, markets and the economy, and we 
would like nothing better than to pay it back early. 

Mr. Kelly. And I agree with my colleagues. 

Mr. Dimon. We hope to pay it back earlier, and that would just 
be in consultation with our regulators and the Secretary of Treas- 
ury. 

Mr. Blankfein. Same. And the expectation, present expectation, 
is that it would be early. 

Mr. Lance. Thank you. And following up on a line of questioning 
from Congresswoman Maloney earlier in the hearing. And this is 
to you, Mr. Lewis. And I recognize that you are Bank of America 
and not Merrill Lynch, and there was a great deal of pressure on 
Bank of America to merge with Merrill Lynch, but we are all dis- 
turbed about the level of bonuses from Merrill Lynch. Was Bank 
of America aware of the contractual nature of those bonuses? 

Mr. Lewis. Yes. As we got on in our due diligence, we saw the 
contracts, yes. 

Mr. Lance. And are those contracts a matter of public record, or 
can they be made a matter of public record? 

Mr. Lewis. I don’t know the answer to that, but there were — as 
I mentioned, there were two or three that were very, very large 
and were contractual obligations of Merrill Lynch. 

Mr. Lance. I certainly would be interested, and I imagine the 
committee would be interested, in whatever information is avail- 
able as a matter of public record regarding that. I believe that 
TARP funding is, of course, fungible, and that from our perspective 
those bonuses are really from TARP funds. 

Now, you state quite accurately in your testimony that as a prac- 
tical matter, we cannot tell you whether the next loan we make is 
funded by TARP or from preferred stock placed with other inves- 
tors, etc., and I certainly respect that point, Mr. Lewis. But from 
the perspective of those of us in Congress, we are deeply concerned 
about the level of bonuses of Merrill Lynch, and I would hope that 
in your responsibilities that you could impress upon your col- 
leagues who have come to Bank of America from Merrill Lynch, to 
an even greater extent than you have done already, that I think 
it is the consensus of Congress that this is precisely what the 
American people find objectionable with the first portion of TARP. 

Mr. Lewis. Sir, we have owned Merrill now for 42 days, and 
things have changed. We are in charge now. 

Mr. Lance. Thank you very much, Mr. Lewis. 

I yield back the balance of my time. 

The Chairman. I thank the gentleman. 

And the gentleman from Massachusetts is recognized for 5 min- 
utes. After the budget discussion, we just have 5 minutes or a little 
more. He is on the Committee of House Administration. 

Mr. Capuano. Thank you, Mr. Chairman. 

Gentlemen, you have been asked a lot of questions, and you 
seemingly answer them honestly to me. I have a couple of more de- 
tailed questions. 

Just by a show of hands, how many of your banks either directly 
or indirectly — and by indirectly I mean by loaning money to people 
that you knew would be using this money to invest in credit default 
swaps. How many of you engage in that? 



57 


Mr. Mack. We engage in credit default swaps, but when you are 
asking the question are we lending money for them to do that, I 
have to come back and give you specifics. I cannot tell you. 

Mr. Capuano. Fair enough. 

How many of you directly engage in purchasing or investing in 
credit default swaps? How many of you directly or indirectly en- 
gaged in CDOs? How many of you have — 

The Chairman. Excuse me, we have a very good recorder, but re- 
cording raised hands doesn’t work, so we will need some oral re- 
sponses. 

Mr. Capuano. We can fill that in later. That is fair. 

And how many of your banks had or currently have special in- 
vestment vehicles, those off-the-books, somehow unregulated sub- 
sidiaries of the bank or sister corporations? 

Mr. Mack. We have SPVs 

Mr. Lewis. We do, too. 

Mr. Capuano. So basically all or most of you engaged in all or 
some of the activities that actually created this crisis, in my opin- 
ion, because every one of those activities, especially the SIVs, espe- 
cially the SIVs — to me, I think they are illegal. I cannot believe no 
one has prosecuted you on this. But then again, we have had no 
prosecutorial action whatsoever the last Administration, and the 
new Administration has a little time to figure this out. We will find 
out whether anybody really cares. How can possibly any regulated 
bank have something on its books that is totally unregulated, for 
all intents and purposes does the same thing the bank does? That 
is for your lawyers to answer, and my hope is that you will be an- 
swering those questions in court someday. We will find out later 
on. 

But basically you come to us today on your bicycles, after buying 
Girl Scout cookies and helping out Mother Teresa, telling us, we 
are sorry, we didn’t mean it, we won’t do it again, trust us. Well, 
I have some people in my constituency who actually robbed some 
of your banks, and they said the same thing, they are sorry, they 
didn’t mean it, they won’t do it again, just let them out. 

Do you understand that this is a little difficult for most of my 
constituents to take that you learned your lesson? And it is all the 
same people doing this, the same people who created SIVs, who 
created CDOs, who created credit default swaps that never existed 
a few years ago. You created them. You created the mess we are 
in. And you are not the only ones, don’t get me wrong; you just 
happen to be the only ones here today. I can’t wait to get the credit 
rating agencies here someday again. And now you are saying, 
sorry, trust us, and by the way, we don’t even want the money. In- 
teresting. No one has ever come to me and say, you must take bil- 
lions of dollars. 

And as I heard it earlier, you have an option. Basically they said 
you have to capitalize better because we no longer trust your books. 
You can either take this money and do it, or you can do it on your 
own. If you don’t want the money, you can give it back, you just 
have to come up with the capital. As I understand it, if you can’t 
do it, I think many of us would be happy to change that law. 

You have to understand, I don’t really have a question, but I was 
told that I can use the 5 minutes, because the questions I have, you 
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have answered them, and you are going to continue to answer 
them, and that is all well and good. 

The problem I have is that, honestly, none of us, America doesn’t 
trust you anymore. I, for one, between myself and my various cam- 
paigns and my own personal business stuff, I get a lot of money 
to put in banks. I don’t have one single penny in any of your banks, 
not one, not one, because I don’t want my money put into CDOs 
and credit default swaps and making humongous bonuses, me per- 
sonally. Until that changes, none of us really believe — I won’t say 
none of us, I don’t believe anything will change until you change 
the people who brought you into SIVs. 

Who was the brilliant person who came and said, let us do credit 
default swaps? Find him. Fire him. Tell me you fired them. Get out 
of CDOs. Start loaning the money that we gave you. Get it on the 
street. And don’t say, oh, well, we are not using that money for bo- 
nuses. Come on. Money is all of a sudden not fungible in your enti- 
ty. It is fungible everywhere else, but not in your entities. Get our 
money out on the street. And if you don’t want to give it back, don’t 
come in here and tell me you can’t. Yes, you can, as long as you 
live up to the requirements that are put under you now in the new 
world that you created and we have to clean up. 

With that, Mr. Chairman, I yield back the remainder of my time. 

The Chairman. The gentleman from North Carolina, Mr. 
McHenry. 

Mr. McHenry. Thank you, Mr. Chairman. And thank you all for 
testifying today. As a taxpayer, and I guess now a stockholder, we 
appreciate it. There has been a lot of discussion and debate. 

The Chairman. I apologize to the gentleman. Start the clock 
over. The gentleman is recognized. 

Mr. McHenry. Thank you, Mr. Chairman. 

There has been a lot of debate here in Congress about what the 
TARP funds went to: Was it consumer lending, or was it safety and 
soundness? There has been a lot of debate, and part of the reason 
why is the former Secretary of the Treasury did a great sales job 
and said if we obligate taxpayer dollars for your financial institu- 
tions, whether you liked it or your board liked it or your investors 
liked it or not, that it would increase consumer lending. It was 
nothing more than a sales job, as I think is pretty evident. 

But my question to you, and we could just go in alphabetical 
order, just yes or no, is your first obligation to your depositors, to 
your board, to your investors; is your first obligation the safety and 
soundness of your institution? 

Mr. Blankfein. 

Mr. Blankfein. I think so. 

Mr. Dimon. Yes. 

Mr. Kelly. Yes, safety and soundness. 

Mr. Lewis. Safety and soundness. 

Mr. Logue. Absolutely safety and soundness. 

Mr. Mack. Safety and soundness. 

Mr. Pandit. Yes. 

Mr. Stumpf. Yes. 

Mr. McHenry. Thank you. 
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I think we have completely resolved whether the TARP funds 
were for you to simply lend or for the safety and soundness of our 
financial system, okay. 

I have a question. Mr. Blankfein, Secretary Geithner has out- 
lined his TARP II proposal, and again, we just have an outline. 
What are your general thoughts on this proposal, and will it work? 

Mr. Blankfein. Again, I have just seen the outline, and I prob- 
ably haven’t read it even as closely as you have, given my traveling 
in these past couple of days. 

Mr. McHenry. Well, the train is a much more efficient way to 
travel, right? 

Mr. Blankfein. It is relaxing, and you can read. 

My feeling is that they are committed to trying a lot of things, 
and they are taking a lot of initiatives. And I think here there is 
nothing ideological. There are a number of different things like in- 
surance, like an aggregator bank, like extending credit for other in- 
stitutions. And I think they are trying all of them in some way, 
shape, or form. And I think that is actually what the situation kind 
of calls for, because we are not really sure what will work, but I 
think they will be in a position to emphasize those that are getting 
traction. 

Mr. McHenry. Are you comfortable with more transparency and 
disclosure of where the funds go and how they are used? 

Mr. Blankfein. Well, I have heard the intent, and of course we 
have seen the outline, but certainly all signs now are that they are 
really committed to transparency. 

Mr. McHenry. Mr. Dimon, what are your thoughts on the new 
Geithner proposal? 

Mr. Dimon. I think the important part is that all of these things 
be done well. The devil is in the details and how they get executed. 
Some we know about. The fiscal stimulus plan got passed today. 
I am not an expert in that. 

Mr. McHenry. It didn’t get passed. 

Mr. Dimon. I mean, the conferees agreed to it. I think the TALF 
plan will work and serve a purpose. I think guarantees will work 
and serve a purpose. I don’t know yet about the mortgage plans. 
It is important that take place with modifications and make it 
cheaper for Americans. And I have to see more detail on the stress 
tests and capital injections. I do think if all these things are done 
well and properly, it will have a very big beneficial effect on this 
country. 

Mr. McHenry. And opening up to CNBS, do you all agree? If you 
could both touch on that. Is that healthy? 

Mr. Dimon. I think that helps, yes. 

Mr. McHenry. Is that necessary, Mr. Kelly? 

Mr. Kelly. There is no question that the real estate market is 
under — commercial real estate market is under a great deal of 
stress, and it is going to continue to be, and it will probably be 
worse a year from now than today. So I have certainly heard from 
a number of real estate executives that they need access to funds, 
and I would think that this would be helpful. 

Mr. McHenry. Mr. Lewis, I just live in the suburbs of Charlotte. 
Your institution is vital to us as was, is Wachovia and now Wells. 
The question I have to you is about transparency and disclosure. 
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I think your institution has been hammered on the street because 
of a lack of transparency and disclosure as to what the government 
funds are for. What is the reasoning the government has given you 
these extraordinary sums of money? Would you be comfortable with 
greater transparency and disclosure of the decisionmaking of how 
government obligates funds? 

Mr. Lewis. Yes. I don’t know exactly what you are talking about 
in terms of what more needs to be done, but, of course, as of use 
of the TARP money, we have voluntarily said that each month we 
are going to show what we are doing with it, how we are using it. 
Each week I meet with my executives to talk about what more can 
we do. So we are very focused on lending money. 

Mr. McHenry. Well, no. The disclosure of how government 
makes the decision on giving you funds. I am asking from a govern- 
ment perspective, should we disclose more there? 

Mr. Lewis. Correct. I think I have, but if you want more, you cer- 
tainly can have it. 

The Chairman. The gentleman’s time has expired, and the gen- 
tleman from Missouri is recognized. 

Mr. Clay. Thank you, Mr. Chairman. 

Since last October, the taxpayers have injected more than $300 
billion into the financial system to stabilize key institutions, includ- 
ing yours. With the exception of Citibank, which has at least made 
an effort at honest disclosure, the rest of you haven’t seen fit to fol- 
low suit. The American people are now your partners, and your 
partners have a right to know where their money went. So on be- 
half of the taxpayers who now own a portion of your institutions, 
what did you do with the money? And I will start with Mr. Stumpf. 

Mr. Stumpf. Thank you. 

Now, the question with respect to what we did with the money? 

Mr. Clay. Yes, what did you do with the money? 

Mr. Stumpf. Well, we have about $100 billion of capital in our 
company. There is $25 billion added to that, and as I stated in my 
testimony, we use those funds and the funds of our other investors 
to run our business on behalf of our communities, our team mem- 
bers, our customers, and our shareholders. Last year we made a $3 
billion profit doing that, and we have had a long history of using 
our capital to advance the kinds of businesses we do, and making 
loans is a big part of it. 

Mr. Clay. Have you modified any mortgages? 

Mr. Stumpf. Sure. We have modified 706,000 mortgages in the 
last year-and-a-half, 22 percent of all the mortgages that were re- 
ported by the industry in modifications. 

Mr. Clay. One of the most frustrating aspects of this crisis, that 
every time we think we understand how bad things are in the fi- 
nancial sector, something that one of you failed to disclose comes 
to light, and the situation gets worse. So I want all of you to look 
us in the eye, give it to us straight, and tell this committee how 
many more potential losses are out there? What do you see on the 
horizon? What are you forecasting? 

Mr. Stumpf. To me, it is all about jobs. I started out in this in- 
dustry 35 years ago as a collector, and the same four things that 
affected a consumer delinquency are the same four today. It is 
death, divorce, an unscheduled medical payment, and a job loss. 
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Nothing has happened to the first three. Job loss is the key, so 
this is all about jobs. And if you can tell me what is going to hap- 
pen to unemployment, I probably can tell you what is going to hap- 
pen in credit. But I think we are still having a very challenging 
time, and I commend you and the rest of Congress who are work- 
ing on ways to help this economy going with jobs, and we want to 
participate in helping you with that. 

Mr. Clay. Thank you for that response. 

Mr. Pandit, what do you see in the forecast? 

Mr. Pandit. Congressman, I have to agree with the fact that 
when it comes to consumer banks or commercial banks, profits and 
losses are completely tied to GDP and unemployment. That is what 
determines where things are. One thing that is different about this 
cycle is that it is not tied in the same way as it was before, which 
means that it becomes difficult to forecast completely. Having said 
that, anything we can do to be on the plan to keep people employed 
and increase the amount of employment can only help us. 

Mr. Clay. Do you envision credit being freed up? I mean, I just 
had a group of commercial developers come to my office and say 
they cannot build any new developments because they don’t have 
access to credit. Now, when does that change? 

Mr. Pandit. Everything you are doing, the plan that the Sec- 
retary of Treasury talked about yesterday, all of these are steps to 
help increase the flow of credit in the U.S. economy. We are doing 
everything we can. And as you pointed out, clearly we have made 
an extreme effort to account for every dollar of TARP money that 
we received, and we are tracking it, and we are going to do our 
part. 

Mr. Clay. Thank you for your response. 

Mr. Mack, what do you see in the forecast? 

Mr. Mack. Well, it is not unlike what my colleagues to the left 
have said. The only thing I would add to that, if you go back into 
right after the failure of Lehman Brothers in September and into 
December, we are finally beginning to see the capital markets open 
up where we can raise money for corporations to help them invest 
in their business. We are beginning to see investors come in where 
they will invest in businesses. 

Mr. Clay. Excuse me. How about extending credit? 

Mr. Mack. We are doing that. But again, we are very small in 
the consumer business. 

Mr. Clay. Thank you, Mr. Chairman. I yield back. 

The Chairman. Let me say I think we can probably get two more 
questions in. People need to go vote. It is the first vote. We will 
be coming back. There are three votes. So, gentlemen, I appreciate 
this. I think this has been very important. 

The gentleman from Minnesota, Mr. Paulsen, for 5 minutes. 

Mr. Paulsen. Thank you, Mr. Chairman. 

With some of the retroactive rules for TARP recipients, and also 
more pending stabilization programs from the Treasury and the 
Fed that are yet to come, and the uncertainty now about future 
regulatory reform, I am just wondering how concerned are you or 
are you very concerned that those factors or these factors are going 
to potentially drastically discourage injection of private capital into 
your institutions that really could help you shore up your balance 
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sheets rather than the government providing that capital? I mean, 
how concerned are you about that? 

Mr. Blankfein. Which retroactive changes are you referring to? 

Mr. Paulsen. I am just saying in terms of, like, the retroactive 
rules that have gone forward, the pending stabilization programs 
coming forward, uncertainty about new regulatory reforms. I mean, 
how concerned are you about those issues addressing private cap- 
ital coming into your institutions right now as opposed to sitting 
back and waiting for these other things to take place? 

Mr. Blankfein. They have certainly created some uncertainty. 
That is not there, and so that is a deterrence. On the other hand, 
you have to balance it against the fact that there are some things 
that need to be fixed. And so any uncertainty is disliked by the 
market. On the other hand, we know that we he have to make 
changes, so we are going to go ahead and have these changes. 

Mr. Paulsen. And maybe I can just follow up, Mr. Chairman. 

Some of you have already said you feel that you have not been 
given a very clear directive from Congress or the government how 
to use the money that has been provided that has come directly 
from the TARP funds. Aside from that directive, what other rec- 
ommendations do you have for the government or for future dis- 
bursements now of those funds either to your companies or the 
other recipients that may get them in terms of just good advice to 
make sure it flows more smoothly? 

Mr. Lewis. Frankly, I think the issue is more the economy and 
creating demand than any other single item. As I mentioned, lend- 
ing money is at the core of what a commercial bank does, and we 
don’t optimize our profits unless we lend money. So we need to 
have more demand, and the critical thing there is for the economy 
to turn around. 

Mr. Paulsen. Maybe I can ask one other question. As we con- 
sider the regulations for the financial markets, because we are 
going to be doing that now to sort of get rid of the crisis that we 
are in, prevent another one from happening or deepening this crisis 
actually, what are the largest concerns about overregulating, going 
down the road of Sarbanes-Oxley in terms of moving in that direc- 
tion, and stepping too far where we are intending to be helpful, but 
actually it could be very harmful? Is there anything specific you 
can draw out that we should be very cautious of? 

Mr. Lewis. I think my main concern around compensation, for 
instance, is it is okay to do the things that are being talked about 
at the very top, but if you start to go too low in the organization, 
you will run off key talent to foreign competitors. 

Mr. Paulsen. Is that a shared view among others? 

Mr. Kelly. It is one of our greatest worries. 

Mr. Stumpf. Yes, there are many businesses that we are in that 
are commission-based, for example, and if we limit across-the-board 
or whatever, we could lose some of the most productive people and 
some of the most important parts of our business. 

Mr. Paulsen. Thank you. 

Mr. Stumpf. It is widely dispersed. 

The Chairman. While the gentleman yields back, let me take ad- 
vantage, because I am going to ask you to submit in writing, I un- 
derstand the argument you make about foreign competition. It has 
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been my impression that people here have generally been better 
compensated than people in these other countries. So I would ask 
you to submit to me some cross-national comparisons. I am, frank- 
ly, skeptical from what I have seen that they are paying so much 
more in other places. Certainly not at your level. So I would be in- 
terested in those cross-national comparisons. 

You are going to have to prove to me that you are really at risk 
there if there is some moderation. 

The gentleman from California. 

Mr. Baca. Thank you very much for holding this hearing, and I 
want to thank all of the CEOs for coming here. 

One of the questions that I have, here in the hearings, a lot of 
you indicated that you have a responsibility to the stockholders. I 
agree that you have the responsibility towards your stockholders. 
Well, we have a responsibility to the American people, and that is 
why we are having this hearing right now, is the American people 
lack trust and confidence in the banking industry, especially with 
what is going on right now. 

I want to ask a couple of questions. One is, how do you feel about 
the bailout? Do you feel that the bailout was necessary? Any one 
of you. 

Mr. Blankfein. I didn’t necessarily think it was necessary at the 
time, and this was said at the time. They were looking ahead at 
an emerging recession that was going to get worse, and for pruden- 
tial reasons, it was necessary for the systemic and safety and 
soundness, and as subsequent events have borne out, I think it has 
provided safety and soundness and taken some of the risk away 
from the system. 

Mr. Baca. Anyone else want to attempt to answer? 

Mr. Lewis. I actually agree. I know at the time, we did not feel 
like we needed the $15 billion, but I think in light of the severity 
of the recession and in light of the speed in which the economy de- 
teriorated, I think we have lent more money because we had the 
TARP funds and that level of capital. 

Mr. Baca. Well, apparently, the consumers out there feel that 
there hasn’t been enough money that has been lent out. There are 
a lot of small businesses in my area and throughout a variety of 
different areas right now that can’t obtain loans right now, don’t 
have access. Even developers. I know that my colleague just asked 
that question a while ago. 

Why is it they don’t have access to credit right now, and why 
isn’t it available for small businesses and developers? Because we 
need to turn this economy around, and if they can’t employ and 
can’t get the money, and you are somehow reviewing and extending 
before you make any kind of decisions, you are hurting us at the 
same time. Can any one of you answer why not? 

Mr. Lewis. Well, I would say that the single biggest factor both 
for the small business and consumers, particularly relating to real 
estate, is the declining home values and loan-to-value issues with 
that. A small business, usually most of the equity that a small 
business owner has is home equity, and as those values come 
down, you have loan-to-value issues. 

Mr. Baca. Anyone else want to answer that? 
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Let me ask another question. A lot of you said earlier that part 
of the problem has been the credit line. Well, a lot of the problems 
that came out in the credit lines that were offered and credit cards 
that were given out, most of you are guilty of that; all of you that 
offered a lot of these credit cards to many individuals, students, 
student loans, others that went out in different areas. I know my 
child during that period of time — she is an adult now — got a little 
thing: Apply for a credit card. 

Now the credit cards have led to a lot of the problems because 
you are going to end up losing. You are the ones who made the 
mistake in offering and giving those credit cards. You should be re- 
sponsible. The American people and the taxpayers should not be re- 
sponsible for the mistakes you did in going out and trying to get 
so many consumers to tie into credit cards. 

How do we answer and how do we deal with your problems in 
trying to attract many individuals to get into the credit cards? I 
know all of you want to make a profit, and you do make a profit 
by going to individuals who are applying for these credit cards. 
These are students. These are a lot of our kids who are solicited 
by your industry to apply, and yet you know the interest rate goes 
up. It continues to go up on them. Some of them who started, some 
of them can’t even buy a car. Some of them want to end up buying 
a home, but it is the credit cards, and you are the ones, and we 
are the ones who have to bail you out because of what you have 
done and the losses there. Anyone who would like to attempt that? 

Let me ask another question then. Some of you mentioned best 
practices. What do you mean by “best practice statement” and what 
needs to be done? Most of you say you follow best practices. 

Mr. Mack. Well, I am not aware of what exactly people have 
said, but best practices from our point of view is in every discipline 
we are in. So, in risk management, as an example, to make sure 
that we have an independent risk management that reports to the 
CEO and chairman but not to some trading group. That would be 
an example of best practices. 

That is one, I think, if all these firms had had that established, 
there is a possibility some of this wouldn’t have been as bad as it 
ended up being. 

The Chairman. The time of the gentleman has expired. 

We have to vote. We will come back after the vote. It will be 
about 20 minutes. I thank you for staying with us. We are now in 
recess for this vote and 2 more 5-minute votes. 

[recess] 

The Chairman. Let’s get started. 

We will now turn to the gentleman from North Carolina. 

Mr. Jones. Mr. Chairman, thank you very much, and I want to 
thank you for holding this hearing. I agree with you in your state- 
ment this morning that this might be one of the most important 
hearings that we could hold to help the American people to know 
why this Congress passed the TARP bill and how their, meaning 
the taxpayers, how their life is going. 

I want to start with Mr. Pandit. This might have been asked be- 
fore, but I am going to ask it in a different way. I am looking at 
a New York Times article, November 15, 2008: Despite pledge, 
Citigroup to raise credit card rates, blaming difficult requirement. 
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Citigroup is reneging on a promise it made to tens of millions of 
credit card customers in good times. 

In April of last year, I joined Mrs. Maloney in her legislation to 
bring sunshine to the charges on credit cards. I wrote to Mr. 
Bernanke and I received this on April 16, 2008. Bank card reve- 
nues in billions of dollars: In 2006, after tax, those banks that 
issued credit cards or get fees and interest from credit cards made, 
in 2006, $18.37 billion. 

Now, since the the taxpayer has done so much for you and your 
banks, is it even possible, and I will go back to Mr. Pandit, is it 
even possible when the average penalty interest rate averages 
24.51 percent, I am not saying that is Citigroup, I don’t know, but 
when the taxpayer is hurting so badly and he or she has helped 
you out from making bad decisions, could there be a period of time 
that you would say to the American credit card holder, no longer 
am I going to ask you to pay 24 percent so I can make billions of 
dollars. What I am going to do for the good of the American people 
is say 9 percent. Why can’t you do something like that? 

This country is in a recession, headed for a depression, and these 
poor taxpayers in my district, the Third District of North Carolina, 
a family of 3 or 4 has an income of about $37,000 gross, and most, 
like myself, have a credit card. Why can’t you do something for 
them? Can you reduce that rate for a year or two? 

Mr. Pandit. Congressman, on the credit cards, we did not change 
our rates for 2 years. We changed our rates in response to keeping 
credit flowing because credit costs and funding costs have gone up 
dramatically. We also gave every one of the cardholders an option 
to opt out of that. 

We have also, in addition to that, created forbearance programs. 
We talk to card members one on one. We talk to them about their 
rates. We figure out what is affordable, what is not. We keep doing 
that. 

But the problem goes beyond that, Congressman. You know that. 
It is about not only cards; it is about housing. We continue to help 
people with their housing, too. We have taken mortgage rates down 
to 4 percent. We have extended maturities to 30 or 40 years. We 
have forgiven principal, and we continue to go down the path. 

What you are asking for is right, a lot of forbearance, and we are 
with you on that. 

Mr. Jones. Well, I have one more question that will be for Mr. 
Lewis, Mr. Chairman. 

But, at this time, to help the image of the banking industry, 
show compassion. Show compassion for that American citizen who 
is out there losing their job, having a cut in pay. Because, believe 
me, the majority of the people are not members of the country club, 
and I am not saying you are. But the image of the banking indus- 
try is about as low as it has ever been, and I think with what I 
have suggested or not, you need to nationally speak to some of 
these things, all of you, if you issue charge cards, and say that, yes, 
we are going to suck it up, too, by the way, Mr. Taxpayer, and we 
are going to take less in interest, so you can have a better quality 
of life and maybe meet some of your bills. 

In the time I have left, Mr. Lewis, I am going to read an e-mail. 
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The Chairman. The gentleman has 10 seconds left. You may 
have to get your answer in writing. 

Mr. Jones. I talk so slow, I can’t do it. 

Will there be another round, Mr. Chairman? 

The Chairman. Possibly. We will get it in writing if we can’t get 
it otherwise. Ask the question, sure. 

Mr. Jones. This is the e-mail, and I am going to make it real 
quick, Mr. Chairman: The original course of action to be taken by 
Congress to save our economy was to buy up toxic loans from fi- 
nancial institutions as a way to free up these banks to make loans. 

The last point: The bank that I have been dealing with for 31 
years basically told me that they wanted my children to personally 
endorse all loans. They have decreased just about every loan-to- 
value ratio so that it would take more equity, raised my internal 
rate, raised my fees. 

Mr. Lewis, when you all leave here today, for God’s sake, do 
whatever you can to free credit to the people across this Nation, be- 
cause they are suffering and they are hurting. 

Thank you, Mr. Chairman. 

The Chairman. The gentleman’s time has expired. 

The gentleman from Texas, Mr. Hinojosa. 

Mr. Hinojosa. Thank you, Mr. Chairman. I want to say thank 
you for having this hearing and I hope that many of my constitu- 
ents down in deep south Texas are listening to this important and 
informative hearing. 

Regarding back mortgages that your institutions hold, I want to 
know if your personnel attempted to contact homeowners who have 
mortgages with your institutions to determine their financial sta- 
tus and whether they will be able to hold on to their homes? 

In a nutshell, what type of outreach have all of you and your 
companies made to help homeowners on the verge of losing their 
homes? I will start with the first presenter. 

Mr. Blankfein. We are not an originator, but we are a servicer 
of mortgages, and our mortgage servicer, Litton, has been very ag- 
gressive in reaching out to homeowners to modify loans, to take the 
debt-to-income ratio to the lowest level of 31 and even to forgive 
principal where that will help the homeowner stay in his home. 

Mr. Dimon. We work extensively to contact anyone who is in de- 
fault, and we also try to contact those that we think might have 
a problem based upon some analytics we do. We do it all the time, 
consistently, and we have been doing it well over a year-and-a-half. 

Mr. Kelly. Congressman, we are not in the mortgage business. 

Mr. Lewis. Congressman, we do have an outreach program. We 
have had it for some time. As I mentioned, we have 5,000 people 
working on loss mitigation. We take about 80,000 calls a day in our 
call centers. So we are very focused on the outreach and getting to 
the issue before it becomes a critical issue. 

Mr. Logue. Congressman, we are also not in the mortgage busi- 
ness. 

Mr. Mack. Congressman, we are very small in the mortgage 
business through Saxton Mortgage, and we do have an outreach 
program in trying to work with homeowners in keeping their 
homes, reducing principal, and lowering their rate. 
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Mr. Pandit. Congressman, not only do we make mortgages, we 
service mortgages. We have been able to talk to mortgage servicers, 
and we have consent from 90 percent of them to allow us to modify 
mortgages that they have given us. 

In addition to that, we have something called the CHAPS pro- 
gram. We are reaching out to half-a-million homeowners, not be- 
cause they are delinquent or can’t make the payment. This is an 
early warning system. We are not waiting for fire alarms to go off. 
We have installed smoke detectors. In a sense, we need to know 
they might get in trouble. We are doing all of that. 

In addition to that, we have kept 440,000 people in their homes 
who would otherwise be distressed borrowers and, last year, that 
was 4 out of 5 people we talked to we have kept in their homes. 

Mr. Stumpf. Congressman, we service one in seven mortgages in 
America. We have doubled our staff to 6,000 people who make 
thousands and thousands of calls a day contacting people who are 
either past due or potentially would become past due. And we have 
learned that when you talk to them early, it is much better than 
not talking to them at all. 

We talk with 94 of every 100 customers who are 60 days past 
due or more. And when we do talk to them, as I said in my testi- 
mony, for 7 out of 10, we find a solution. We have done 706,000 
solutions in the last year-and-a-half. 

Mr. Hinojosa. Citi was probably one of the first who agreed to 
the possibility that bankruptcy judges might be able to make some 
changes on the terms of the loans, and then others, even in my dis- 
trict, agreed to that. Is that something that is already in place that 
allows the bankruptcy judges to change and alter those terms? Is 
that something — I am going to ask Citi to answer that question. 

Mr. Pandit. Congressman, that legislation has not yet been 
passed. 

Mr. Hinojosa. It has not been passed. That is what I thought. 

Do those of you who answered that you do have home mortgages 
believe that would possibly stop the numbers that are falling off 
the cliff and falling into foreclosure? Because listening to Chairman 
Bernanke yesterday, things are going to get worse before they get 
better, and I think that we really need to hear some answers on 
how we can stop this. 

The Chairman. I would say not every member can be here at all 
times, and at times, I am absent myself. The panel was polled by 
one of our questioners as to where they stood on the bankruptcy 
issue, so we do have it in the record, their views on whether or not 
we should do the bankruptcy bill. 

Mr. Hinojosa. Thank you, Mr. Chairman. 

The Chairman. It was behind in the early returns. 

The gentleman from Massachusetts. 

Mr. Lynch. Thank you, Mr. Chairman, and the ranking member. 

There has been a lot of criticism here today and probably well- 
deserved, but I do want to point out, Mr. Logue, I read your testi- 
mony regarding State Street, and I am pleased that you were 
straightforward. You took the $2 billion in the TARP. You lent that 
out directly, which was the purpose of the program, and also I no- 
ticed that in capping executive compensation, you went right down 
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the line all the way except for your most junior employees, and I 
think that was commendable. 

A number of the witnesses today have talked about support for 
a new regulatory framework to help us get out of this situation, 
and I do want to point out that the last major dislocation we had 
in the markets like this was back in 1929, the crash, and I asked 
this question yesterday of Chairman Bernanke. Back then, the 
leaders on Wall Street of the major banks and investment houses 
got together with Members of Congress, and in order to pay for the 
new regulation that had to be put in place to stabilize the markets, 
they came up with an idea called transaction fees. 

What they did, the leaders of the financial services industry back 
then and Members of Congress, is they imposed a transaction fee 
of l/300th of 1 percent of every share traded on the major ex- 
changes in the United States at the time. At that point, back in 
1929 and 1930, there were only about 5 million shares a day being 
traded. Today there are 5 billion shares, on a good day, although 
we haven’t had a good day in awhile. 

I want to ask you, we have had this money going out the door 
left and right here, trillions, and no one has come forward with a 
way to pay some of this back. I have about 40 percent of my dis- 
trict that doesn’t have money in the stock market. They don’t have 
401(k)s, they don’t have any investment at all in the market, yet 
they are being asked to bail the banks out, you folks out, and they 
have no hope of return. 

What I am asking you, each of you, do you support the idea of 
a small, and I mean, look, this could be microscopic, given the vol- 
ume of trades every day, and I would not leave out the bond mar- 
ket either; they would have to be assessed at some point, but is 
there any appetite out there to look at transaction fees as a way 
to pay some of this back, rather than putting the entire weight of 
all this support, all these bailouts, on the backs of the American 
taxpayer? 

Mr. Logue. Congressman, I think it is something that definitely 
could be discussed with the exchanges. It is an idea that I haven’t 
heard yet, but I think it is something that could be explored. 

Mr. Lynch. Mr. Pandit? 

Mr. Pandit. Congressman, I have not looked at that in a long 
time. Different countries have done that in different time periods. 
This is an unusual time period. We should look at it, and if you 
don’t mind, let me think about it a little bit more. If you like, we 
can come back to you. 

Mr. Lynch. Mr. Dimon? 

Mr. Dimon. We would have no problem paying some fees to help 
bear the costs of I think you mentioned regulation or something 
like that. 

Mr. Lynch. Right now, we have a continuing process of doing 
that, and I believe the money comes directly to Congress, but we 
use it to fund the SEC. 

Mr. Lewis? 

Mr. Lewis. I had assumed that the banking industry was going 
to pay for it one way or another. I just hadn’t thought about the 
way. But, of course. 

Mr. Lynch. Mr. Mack? 



69 


Mr. Mack. I think we should consider it, but at the same time 
I think we need to become careful. Exchanges have become global, 
and we need to be sure that we do not drive volume out of the 
United States into other countries. Other than looking at that, I 
think it makes sense to consider it. 

Mr. Lynch. All right. 

Mr. Chairman, I yield back my time. 

The Chairman. Let me take the gentleman’s remaining time, be- 
cause he is on to something. Let me remind people, in the TARP 
bill which we passed, we adopted an amendment sponsored by our 
colleague on the Ways and Means Committee from Tennessee, Mr. 
Tanner, which says that, at the end of 5 years, 5 years from Octo- 
ber, the President then in power, that is after the next Presidential 
election, is mandated to send to Congress a proposal; he is to get 
from CBO the net cost of the TARP, of the $700 billion, whatever 
the net cost is to the Federal Government, and send to the Con- 
gress a piece of legislation that would pay for that by some com- 
bination of fees and taxes on the financial industry. So that is in 
fact in the law that is being sent to us. 

People can say, well, he is going to send it to us. I will tell you, 
4 years from now, I don’t think it is going to be any different. I 
don’t think Members of Congress are going to say, no, no, no, no, 
we don’t want to do that to our good friends in the financial indus- 
try. Let’s do it somewhere else. 

So something like that is mandated for a President to send us 
4 'A years from now. 

Mr. Lynch. Mr. Chairman, I am just fearful that the urgency 
that we have around this issue right now, if things start to get bet- 
ter — 

The Chairman. I appreciate that. If the gentleman will yield, I 
think that is a good point. I should have phrased it more explicitly. 
I think on the side of that argument is to say to the financial com- 
munity, look, you are going to have to do this some years from now, 
why not start doing it now, because, in fact, if you begin to phase 
it in, there is less likely to be a big bump at any time. 

The gentleman from North Carolina. You want to wait? 

The gentleman from Georgia. 

Let me just say this. I am looking at the members here. We can 
finish this — I am sorry, Mr. Posey is back, and we will get to him 
after the gentleman from Georgia. We can probably finish it in a 
little over an hour if we have their indulgence. Our colleague, the 
gentlewoman from Ohio, is going to have to leave at 4 o’clock to 
go preside over special orders. So I would hope the members would 
not object if I took her out of order. We will then be able to reach 
everybody, and anybody who has to sit and listen to special orders 
deserves a certain consideration. 

The gentleman from Georgia, then the gentleman from Florida, 
and then the gentleman from North Carolina. 

Mr. Scott. Thank you very much, Mr. Chairman. 

I certainly appreciate you all being here. It is a very, very impor- 
tant hearing. 

But I believe we have a unique chance today to do something 
very special for the American people. You all have come under 
great attack for selfishness, for greed, not you collectively, but the 
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banking industry. And I want to ask you to do something that 
Abraham Lincoln suggested we do that worked very good back then 
when he said, at certain times in our history, we need to allow the 
better angels of our nature to shine through. And we have such a 
time that you could do this with millions of Americans watching 
this on television across this country. 

We are losing 7,200 homes to foreclosure every day. There is 
nothing more draining. Yesterday, Secretary Geithner came up 
with his plan, so-called plan. Many people have questioned that. 
But I think he did a wise thing, especially when it comes to home 
foreclosures. 

I am asking you at this time to commit to this committee and 
to the people across America that you will do something here that 
will manifest your better angels of your nature, and that is to com- 
mit to having a moratorium on all foreclosures that each of your 
banks and affiliates deal with until the Treasury Secretary can put 
together this package. 

Now, mind you that this committee and the TARP bill has put 
forward up to $100 billion. So far, the Obama Administration has 
said they are willing to look at it with $50 billion — that is a lot of 
money — and that he would only require a need of doing this in 
about the next 3 weeks. But I think that would be a tremendous 
gesture, to say you will not foreclose on any American’s home until 
we put the plan in place. That is the fair thing to do. 

Will you do that? Could I get a yes-yes here, because the record 
needs the yes? 

Mr. Lewis. Actually, if we could put a timeframe on it, and not 
just leave it open-ended, and say it is 2 weeks or 3 weeks, we 
would do that. 

Mr. Scott. Okay; 3 weeks. 

Mr. Lewis. We would do that. 

Mr. Scott. That is good news. 

Mr. Pandit, could you concur with that for 3 weeks? 

Mr. Pandit. There are two types of homeowners. There is the in- 
vestor, and there is the person living in the home. We will commit 
to making sure that the people stay in their houses as a morato- 
rium. 

Mr. Scott. Thank you. 

Mr. Stumpf? 

Mr. Stumpf. Yes, we have already put a moratorium in or on 
those homes where we are the investor through Wachovia, espe- 
cially their pick-a-pay portfolio. We have contractual arrangements 
with our investors, because most of what we service is for someone 
else. And I can’t commit to you. I will look at what that language 
looks like. 

The Chairman. If the gentleman will yield for 1 minute to say, 
and I will give you back your time, I hope fairly soon to have legis- 
lation passed on a bipartisan basis that will give you some protec- 
tions against those lawsuits, assuming you are doing it in their eco- 
nomic interests. So help is on the way in that regard. 

Mr. Scott. Well, thank you all for that commitment to forego the 
foreclosures, and I thank you, on the parts of all Americans who 
need this help to get some confidence. 
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Really quickly, there is an issue that is going to be coming before 
Treasury regarding FAS 157. I think you all know what that is in 
terms of the instrument that is used to assess the value, the fair 
market value of your liabilities and assets. But there is an unequal 
application of that, because there is a FAS 114, that is more appli- 
cable and causes a more severe situation to your smaller banks, 
your community banks. 

Would you not agree that if the Treasury is going to change FAS 
157 that affects your larger banks like yourselves, wouldn’t you 
think that same application should be true for the change to FAS 
114? 

Mr. Dimon. I don’t think everyone here is familiar with FAS 114. 

Mr. Scott. What FAS 114 does is it requires the value of the 
loan be set at the fair market value of the collateral or market-to- 
market. So, in other words, there really is no difference, except 
that it makes it much more difficult, say, when you are dealing 
with a home foreclosure, where most of these assessments are 
made basically on a case of what we would call a willing buyer to 
a willing seller. But in foreclosure, neither party is willing. They 
are forced. So when they accumulate the value of their assets, I 
mean, it is a false way of doing it. 

But at any rate, there will be this change coming forward. The 
community banks, the smaller banks are very much aware of it. All 
I am simply saying is the smaller banks should be fed out of the 
same spoon as the larger banks when it comes to assessing their 
assets. 

Thank you very much for the commitment on going forth with 
the foreclosures. 

The Chairman. Before going to the gentleman from Florida, I 
ask to put into the record, I know I have general leave, but I 
thought I would announce this. The Office of Thrift Supervision 
dated today urged OTS-regulated institutions to suspend fore- 
closures on owner-occupied homes, as Mr. Pandit indicated, until 
the financial stability plan’s home loan modification program is fi- 
nalized in the next few weeks. 

So the Office of Thrift Supervision has now joined in the call for 
a moratorium until we see the plan from Mr. Geithner on owner- 
occupied homes. This will be in the record. 

The gentleman from Florida. 

Mr. Posey. Thank you very much, Mr. Chairman. 

I don’t want to beat a dead horse, and my dad always told me, 
you should never ask somebody how much they made, but since 
somebody already asked that and the door is already opened, one 
question that kind of begs for an answer is the question of what 
your compensation was before the train wreck, not necessarily the 
last year, but what it was the year before? 

If we could start at one end, salary and bonuses for 2007? 

Mr. Blankfein. In 2007, $600,000 of salary and something like 
$67 million worth of shares and some cash at the values that per- 
tained in 2007, which wouldn’t look familiar to you now. 

Mr. Dimon. For the year 2007, $1 million of salary and $29 mil- 
lion of cash and stock. Again, the stock is not worth what it was 
then. 
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Mr. Kelly. Congressman, in 2007, it would have been $1 million 
salary, and with all the long-term option type compensation in 
total, it was around $20 million. 

Mr. Lewis. You said 2007; 2007 would have been around $14 
million, all inclusive, including stock and cash. 

Mr. Logue. Congressman, I believe it was $1 million in salary, 
and total compensation of about $20.5 million, if my memory serves 
me well. 

Mr. Mack. Compensation was $800,000 and zero bonus. 

Mr. Pandit. $250,000 in salary and $2.5 million in stock. 

Mr. Stumpf. I had $800,000 in salary, $4.2 million in cash 
bonus, and $3.2 million in stock, in option value, which today, of 
course, is worthless. 

Mr. Posey. I think that might help give us a little more insight 
into the train wreck. 

Mr. Dimon, there are some arguments on both sides about this 
cramdown. Can you tell me the effect the cramdown would have on 
your institution? 

Mr. Dimon. Let me just start by saying that we are deeply in 
favor of having solutions for modifications. We have done 300,000 
already. We expect to do 650,000. 

Mr. Posey. That is the next question. But right now, if there was 
an arbitrary cramdown, if the judge could reduce the amount — 

Mr. Dimon. We believe an arbitrary cramdown would greatly in- 
crease the cost of mortgage losses and that it would also increase 
the cost of all unsecured credit as you gave an incentive for people 
to declare bankruptcy. 

Mr. Posey. Does anyone beside Mr. Pandit agree with that? I 
mean, it is logical. It makes sense to me. 

The next is, I gave an example talking to the Treasury about 
some constituents. They have about a $400,000 loan on a house 
that is now worth about $250,000. They lost their jobs, couldn’t 
make a couple of payments, got behind, started a little business, 
and were able to catch up. And their company, and at the time I 
didn’t want to mention it because it would be indiscrete, but it is 
Countrywide, refused to accept any payments unless they got 
caught up in full. 

So their CPA advised them, give the doggone house back and go 
buy a short sale down the street. You will $150,000 better off. I un- 
derstand that, perhaps, whoever is servicing the Countrywide 
paper may be concerned about some liability, and that is the only 
possible excuse for not using the good judgment of trying to miti- 
gate such a stupid, horrendous, upside-down loss. 

Would the ability to have servicers modify mortgages without li- 
ability be appealing, and do you think that would lead us toward 
a solution to this foreclosure crisis? We can start at the end with 
Mr. Blankfein. 

Mr. Blankfein. I think doing something about the liability 
would be helpful. We are modifying these mortgages without that 
protection now, and so we would welcome the protection. 

Mr. Posey. Is it your own loans, or loans you might service? 

Mr. Blankfein. If it was our own loans, we wouldn’t be worried 
about it at all. It is other people’s loans that we are servicing. 

Mr. Posey. And you are modifying loans you are servicing now? 
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Mr. Blankfein. Yes, we are, and reducing principal, because we 
think that is the best way of recovering value. People tend to stay 
in houses and support their payments when they have equity. So 
we believe we are carrying out a duty to our investors if we in fact 
cut principal down and keep people in their homes and let them 
have positive equity in their homes. 

Mr. Posey. Mr. Lewis, you are Mr. Countrywide, Mr. Bank of 
America? 

Mr. Lewis. No, I am not Mr. Countrywide. But we are being very 
aggressive in doing modifications with loans that we service. We 
have changed the policies at Countrywide, but it would help if we 
got some help on that issue. 

Mr. Posey. But you have already changed the policy, like these 
people should be getting some kind of response rather than walk- 
ing away? 

Mr. Lewis. I can’t imagine we would do that under our policies, 
because that would be a perfect loan modification situation. 

Mr. Posey. It is a no-brainer. Maybe I can get my staff to get 
one of your cards or something and they can contact you directly 
to see that gets taken care of. 

Mr. Lewis. I will. 

Ms. Waters. The gentleman’s time has expired. 

Mr. Miller. 

Mr. Miller. Thank you. 

I am against arbitrary cramdown, too. However, judicial modi- 
fications based upon the very clear, well-established legal stand- 
ards based upon a wealth of case law says bankruptcy courts can 
modify every other kind of secured debt, I think would be a great 
advantage in modifying mortgages. 

In the Washington Post article this morning on the Geithner 
plan, buried two-thirds of the way into the story on the inside after 
the jump from the front page, there are these two sentences: Many 
financial analysts have concluded that the current values banks 
have assigned to these assets are much higher than they are 
worth, but if banks wrote them down to their actual value, many 
of the firms would collapse. 

There are two versions of what is wrong with the banks now. 
One is that there is a liquidity problem, that you have assets that 
are hard to value, for which there is no active market, and the un- 
certainty about how much your assets are really worth is a finan- 
cial constraint. The other is that there is a solvency problem, that 
the assets aren’t worth much, and if they were placed on a market, 
the reason there isn’t an active market is that no one who owns 
them is selling them, and they really aren’t worth much and a 
great many financial institutions are in fact insolvent. 

Now, all of you have said that you all don’t have a problem, that 
you are safe and sound. But a lot of analysts think that some oth- 
ers in the industry apparently might have a big problem. Probably 
most credulous of financial institutions, valuations of their assets 
is IMF. They estimate assets are overvalued by about $500 billion. 
The least credulous, the most skeptical, not surprisingly, Nouriel 
Roubini, Dr. Doom, estimates they are overstated by $3.6 trillion. 

Mr. Blankfein, your economists are in between. They estimate 
they are overvalued by $1.1 trillion. A total loss of $2.1 trillion, 
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about $1 trillion of that has been written down at that point, and 
I have heard that described as the consensus estimate. So there ap- 
pears to be a problem out there. 

If there are banks that are in fact insolvent, can you think of any 
reason, based upon economics or ethics, that loss should be borne 
by taxpayers instead of by shareholders and unsecured creditors, as 
is usually the case when a corporation becomes insolvent? 

Mr. Blankfein? 

Mr. Blankfein. Well, I think the point here is that, when you 
talk about a health or solvency issue, you are talking about mark- 
ing them to what level. 

Mr. Miller. My question is, who should bear the loss? If they 
are insolvent, who should bear that loss? Is there any reason based 
upon ethics or economics or any other rationale that the loss should 
be borne by taxpayers, not by shareholders and unsecured credi- 
tors? 

Mr. Blankfein. Again, it is a political decision. But I just want 
to definitionally say again, we are a mark-to-market firm. 

Mr. Miller. That is not my question. 

Mr. Blankfein. I think that people would quibble about what 
the real mark of that should be. In other words, if they stayed on 
the balance sheet, those marks might not be ever taken. 

Mr. Miller. Mr. Dimon, do you have an answer to the question 
I asked? 

Mr. Dimon. I think the shareholders should pay for the losses, 
if possible. 

Mr. Miller. Mr. Kelley, shareholders and unsecured creditors or 
taxpayers? 

Mr. Kelly. Shareholders. 

Mr. Kelly. Mr. Lewis? 

Mr. Lewis. Shareholders. 

Mr. Kelly. Mr. Logue? 

Mr. Logue. Shareholders. 

Mr. Kelly. Mr. Mack? 

Mr. Mack. It should be shareholders and unsecured creditors, 
but I also think you need to look at, is there a chain reaction? If 
there is no chain reaction, no danger to the system, shareholders 
should be wiped out along with unsecured creditors. 

Mr. Miller. Mr. Pandit? 

Mr. Pandit. I would want to make sure that we seriously look 
at whether their insolvency is a result of credit or whether liquid- 
ity. These are fundamental issues. And if it is on the basis of cred- 
it, I think the answer is what Mr. Mack just talked about, you 
should let the shareholders take it, unless there is a systemic issue. 

Mr. Miller. Mr. Stumpf? 

Mr. Stumpf. I agree with my colleagues. 

Mr. Miller. Now, obviously, everyone has spoken of a problem 
with confidence in the industry, and Chairman Bernanke yesterday 
compared the proposal for a stress test to the bank holiday in 1933 
in the New Deal, a comparison that occurred to me as well. 

Do your current safety and soundness regulators have the capac- 
ity, the sophistication, the expertise, to do a credible stress test, or 
what do we need to do to make sure that any stress test is credible 
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and we know that any bank that gets a clean bill of health is in 
fact safe and sound? 

Mr. Blankfein. I believe they are capable. I have only had a 3- 
month relationship with my new regulator. 

The Chairman. We will have to take the rest of the answers in 
writing. 

The gentleman from Texas. 

Mr. Green. Thank you, Mr. Chairman, and I thank the wit- 
nesses for appearing. 

The Chairman. Believe it or not, you are at this point, the only 
Texan in the room. 

Mr. Green. That is a rare, rare occasion when I am the only 
Texan in the room. It is an honor — 

The Chairman. I take it back. Mr. Hinojosa is here. I am wrong. 

Mr. Green. Thank you. 

The American people are exceedingly angry, and I have the op- 
portunity of hearing and visiting with many of these angry people. 
And if they are angry about one thing, it is a lack of intelligence 
as to what happened to the money. They really want to know what 
happened to the money, and I am not sure, that after today, they 
will have any less anger. My suspicion is, when I visit with my con- 
stituents, they will still tell me they are concerned as they have 
great consternation about what happened to the money. 

To this end, I would like to know from you, first, is it possible 
to ascertain the amount of increase in new lending attributable to 
TARP? Is it possible to ascertain the amount of new lending attrib- 
utable to TARP? And if you think that it is, we will do this en 
masse, will you kindly raise your hands? Can your accountants, the 
people to whom you pay large amounts of money, ascertaining the 
amount of new lending attributable to TARP. If so, kindly raise 
your hand. 

New money. All right, let’s see. I will show that all of the hands 
have been raised saving — ok, saving, Mr. — with Goldman Sachs. 

The Chairman. They are not in the lending business. 

Mr. Mack and Mr. Blankfein are not in the lending business. 

Mr. Green. If you are not in the lending business, raise your 
hand, please. 

Mr. Blankfein. We are not in the consumer lending business. 

Mr. Bachus. This is going to be a good Saturday Night Live skit. 

Mr. Green. Bad question, good answers. How about that. So 
here is where we are. If you are lending money to consumers, can 
you ascertain the amount of new consumer lending attributable to 
TARP? If so, raise your hand. And you are lending money to con- 
sumers. 

If you are lending money to consumers and you cannot, would 
you kindly raise your hands. Anybody. Can you tell me why you 
cannot, sir? 

Mr. Stumpf. Yes. We are lending. Our consumer loans are up. 
In fact, we were lending through this whole crisis. 

Mr. Green. Without telling me they are up, can you tell me why 
you can’t ascertain? 

Mr. Stumpf. Because it is all part of the same capital pool. I 
don’t segregate a certain amount of capital against one loan. So 
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when we financed $1.5 billion worth of auto loans in the month of 
December, I can’t tell you where that money — 

Mr. Green. Let me ask this. Can you ascertain the total amount 
of increase in new lending? 

Mr. Stumpf. Yes, we can do that. Yes, absolutely. 

Mr. Green. So all of you who are in the business of lending to 
consumers, you can do one of two things. You can either tell us the 
amount of lending attributable to TARP at new lending, or you can 
tell me the amount of new lending that you have. 

Mr. Stumpf. Absolutely. 

Mr. Green. Mr. Chairman, I beg that I be allowed to pass the 
document that was entered into the record earlier, the bill that I 
have introduced along with — in fact, I shouldn’t say along with, the 
bill was actually introduced by Congressman LaTourette, and I am 
a proud cosponsor; that is H.R. 387. 

Thank you, Mr. Chairman. The reason I would like for you to 
have this is because this piece of legislation would mandate exactly 
what I have just talked to you about. Either you would tell us in 
your quarterly report the amount of new lending attributable to 
TARP, or the increase in your new lending. Is there anyone who 
can find any reason why we should not have you as lenders do 
this? Anyone? 

Let the record reflect that there are no hands up. So let me re- 
verse the question quickly? 

Yes, sir? 

Mr. Mack. Congressman, we do that to the Federal Reserve in 
our TARP filing. It shows all categories. 

Mr. Green. So it is not a problem for you, is what you are say- 
ing. 

Mr. Mack. It is not a problem at all. I think it is being done. 

Mr. Green. If you can do this and you see no problem with it, 
kindly raise your hand. I want the record to be clear. 

All right, for the record, all can. I thank you. Mr. Chairman, I 
yield back. 

Mr. Bachus. Could I ask a question? Do you factor in the dete- 
rioration in the economy and the drop in demand for credit? I don’t 
know how you factor in all those. 

The Chairman. Let me say I think that is a reasonable question 
for us to ask each other. 

I did want to clarify one point. When we talk about consumer 
loans, that is your business. We are talking about retail loans. Just 
to be clear, we are not just talking about credit cards or auto- 
mobiles. If it is for the inventory for a business, that is also cov- 
ered. I want to be clear on that. 

The gentleman from Missouri. 

Mr. Cleaver. Thank you, Mr. Chairman. I have about seven 
pages of questions that were sent to me from my districts. I rep- 
resent Kansas City, Missouri, and Independence, Missouri. 

“How dare you!” — Judy from Kansas City. 

“Why are you squeezing us dry with fees and increasing credit 
card rates but lining your own pockets?” — Alice from Raymore. 

“Since you are the experts with the big pay, why did you screw 
up?” — Ben. 

“How big is your yacht?” — Michelle. 
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“Do you really believe that you are that smart?” 

I read those only because I think everybody has already conveyed 
to you that people are angry. I don’t think I need to reinforce it, 
but I do think I do need to reinforce it. 

What I want to talk to you about is not that. I want to talk to 
you, Mr. Blankfein, first of all. Do you believe that warehouse lend- 
ing is safe and profitable? 

Mr. Blankfein. I am sorry, warehouse lending? Against a phys- 
ical warehouse? 

The Chairman. No. Any one of the retail bank people, they know 
what we mean by warehouse lending and probably ought to take 
that. 

Mr. Cleaver. Well, some Wall Street banks are involved in 
warehouse lending. Warehouse lending is when you issue a line of 
credit to an originator, usually it is for about 30 days, and then 
they, of course, sell the mortgage somewhere else. 

Mr. Stumpf. We are familiar with the business. We do very little 
of it, if any, anymore, primarily because we would rather make 
loans, our home loans, ourselves. We have a set of auditors. We 
have a set of principles, values, so we make sure the mortgage is 
for the benefit of the customer. They understand the terms and 
conditions. It helps them and so forth. So it is hard to control when 
you are a warehouse lender. 

Mr. Cleaver. So most of you don’t do warehouse lending, which 
is one of the problems. That is one of the problems. If a mortgage 
company in my district is making loans, or trying to make loans, 
and the liquidity is not available, and it has been constrained a 
great deal recently, it is difficult for them to originate the loans be- 
cause they don’t have access to the capital, and with more and 
more people avoiding warehouse lending, it is hurting local mort- 
gage companies. Wouldn’t you agree? 

Mr. Stumpf. We have been out of the warehouse lending busi- 
ness for 5 or 6 or 7 years, and the reason we got out is because 
we saw them doing crazy things that we wouldn’t do ourselves, so 
why do we want to be a part of that? It was too risky for us. 

The Chairman. Will the gentleman yield, and I will give him 
some extra time, because he is on to a central issue that I have 
heard a lot of complaints from my colleagues about. And one of 
them is, it is one thing to say we are not going to take on any new 
warehouse lending, but we have been told there are people who 
had accumulated an inventory based on their ability to do ware- 
house lending, and they were cut off in the middle. So there is a 
considerable degree, we have heard this from several members, 
there are people who had a warehouse lending relationship and 
had made certain commitments on the assumption that they would 
have that capacity, and it was cut off before they could sort of wind 
down the business in a reasonable way. 

I wonder if there is anybody familiar with that issue, because 
that is a particular form of it that I have heard a lot of complaints 
about, from builders. 

Mr. Stumpf. I am not an expert in warehouse in mortgage lend- 
ing, but there are two kinds. One we actually finance, you give 
them a line of credit. Another one is where they do their own mort- 
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gages, and you buy them, and then you process them. I don’t know 
which one it is. 

The Chairman. The one where I think we have had the problem, 
there were developers, people who had accumulated property, and 
then they were counting on the line of credit to be able to finance 
these purchases and were shut down in the middle. That is the 
specific complaint that I have heard. I don’t know about the gen- 
tleman from Missouri. 

Mr. Cleaver. Yes, that is precisely it. And one Wall Street in- 
vestment bank at one point not long ago had a $250 million line 
of credit just for one originator. So all that has dried up. How in 
the world are we going to deal with the housing crisis, the home 
builders and the Realtors, if warehouse lending is being evapo- 
rated? You are the only one that participates in it, and yours is at 
a minimum. I needed to just say that, because it is a problem in 
every community, and my community is no less being hit. 

The final issue I want to raise is that I am woefully unimpressed 
with the diversity of this panel, of not only the panel but the folks 
who sit behind you. I don’t know how many rows deep we would 
have to go to have some diversity. 

Thank you, Mr. Chairman. 

The Chairman. Let me say, and I appreciate the gentleman rais- 
ing that, I would ask that you give us in writing a response, be- 
cause the gentleman raises a very important question. I will tell 
you, we hear a lot of this from our colleagues. It is the cutting off 
of the warehouse lending relationship in the middle of the movie, 
when there is inventory of some kind that was going to be financed 
by the warehouse lending and is cut off. 

I would ask you to talk to your people and give us answers in 
writing, and I would hope the answer would be that, well, yes, that 
is a problem, and even if we don’t want to take open any new com- 
mitments, we will allow for the orderly unwinding of the existing 
commitments. I think that is the focal point we have heard. 

The gentlewoman from Ohio is going to do special orders. We will 
be able to finish everybody, because we will stay until 5 p.m., so 
ould anybody object if I took the gentlewoman from Ohio for 5 min- 
utes? 

Ms. Kilroy. 

Ms. Kilroy. Thank you, Chairman Frank. 

Mr. Lewis, you went on record recently with CNBC’s Maria 
Bartiromo stating very publicly that the Bank of America will fully 
refund the taxpayers, and that you expect, “that this company is 
going to be a thing of beauty as we get to the other side of this 
and it will be the envy of the financial services industry in terms 
of market share.” 

Do you stand by that statement? 

Mr. Lewis. Yes. 

Ms. Kilroy. So we can fully expect that the $45 billion in TARP 
funds will be repaid? 

Mr. Lewis. Plus the $3.8 billion in interest a year. 

Ms. Kilroy. You stated as well that categorically, Bank of Amer- 
ica will not need additional government funding. Is that correct? 

Mr. Lewis. Correct. 

Ms. Kilroy. So that means no further TARP funds? 
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Mr. Lewis. Correct. 

Ms. Kilroy. That means no loan guarantees? 

Mr. Lewis. Correct. 

Mr. Kilroy. That also means no purchase of bad loans or toxic 
assets by an aggregator bank? 

Mr. Lewis. Pardon me, I don’t know because I haven’t seen the 
program, but that would be something that would be at a market 
or would be available to everyone, I would presume. 

Ms. Kilroy. Well, these other funds may be available to every- 
one as well. Purchase of a toxic asset at less than a fair value, that 
would be government funding to the bank, would it not? 

Mr. Lewis. If it were less than fair value, and that is the issue 
that people are dealing with, and that is why it is so complicated. 

Ms. Kilroy. I am pleased to see that you have this commitment 
to repaying the very angry and worried taxpayers that you have 
heard about, and you certainly have set a standard here for your 
colleagues today in setting the bar. So I would like to ask each of 
you to go on record before this committee and before the public to 
answer the question, can each of you assure me that you will also 
be fully paying back the government funds, the taxpayer funds, 
and that you will not be back to the government again asking for 
money that many of us and many of our anxious and worried and 
angry Americans feel is corporate welfare? Or do you expect your 
institutions to also be things of beauty when all is said and done? 

Mr. Blankfein. That is my expectation. 

Ms. Kilroy. That you will be able to pay us back. 

Mr. Blankfein. It is my absolute — my expectation. 

The Chairman. You are not under oath, guys, so — 

Ms. Kilroy. Is it your expectation also that you will not need 
any additional infusions of government funding? 

Mr. Blankfein. We are users of the FDIC program, but it is not 
our expectation to have to sell assets at a higher-than-market 
value. 

Mr. Dimon. We categorically expect to pay back the TARP funds. 

Ms. Kilroy. And do you anticipate requests for additional TARP 
funds before we get to the end of this, to the thing-of-beauty stage? 

Mr. Dimon. If it is, it won’t be me. 

Ms. Kilroy. Mr. Kelly. 

Mr. Kelly. We also expect to be able to pay back the TARP 
funds hopefully within 3 years and hopefully gain even sooner than 
that. And we will not need additional funding. That is not our ex- 
pectation. 

Ms. Kilroy. You will not need additional funding. Thank you. 

Mr. Lewis — excuse me, Mr. Logue. 

Mr. Logue. We expect to pay back the TARP funding as well, 
and we would expect that we will not need any other funding. 

Mr. Mack. I will pay back the TARP funds, but we do use the 
FDIC guarantee in erasing debt. 

Mr. Pandit. We will pay back the government TARP funds. I 
don’t know what the rest of the program is going to be used for. 
If you come to us and say, do it this way, and by the way that in- 
creases loans that are made and it is also good for our share- 
holders, how are we going to turn that down? 
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Mr. Stumpf. We will pay back the funds at the stated interest 
rate. And we stated we will not, as we are positioned today, need 
any more TARP funds. 

But I also agree with Mr. Pandit. I don’t know what plans will 
be for the future. I don’t know what is in store. But the way we 
see it today, we can pay it back, and we need no more funds. 

Ms. Kilroy. So you may anticipate the government purchase of 
bad loans or toxic assets. 

Mr. Stumpf. I don’t know what the Geitner plan will look like. 
I don’t know what is coming down. But our plan is what we see 
today, what we know today, we need no more funds. 

Ms. Kilroy. Thank you. 

Thank you, Mr. Chairman. I yield back. 

The Chairman. The gentleman from Minnesota. 

Mr. Ellison. I would like to ask a question of the gentleman 
from Bank of America. Have any of the TARP funds you have been 
given so far been used to lobby? 

Mr. Lewis. No. 

Mr. Ellison. Are you familiar with a posting that was in the 
Huffington Post that would seem to indicate that there was a Fi- 
nancial Services Roundtable conversation in which someone from 
your office indicated that the Employee Free Choice Act should be 
rapidly opposed by the members of the Financial Services Round- 
table? 

Mr. Lewis. I don’t go to the Financial Services Roundtable, so I 
would not know. 

Mr. Ellison. Do you agree with me in principle that any com- 
pany that gets TARP funds, those funds should be used to either 
recapitalize the bank or to otherwise promote solvency within the 
bank and promote lending and not to try to impact or try to defeat 
any measures in Congress to promote union organizing? 

Mr. Lewis. For use of the TARP funds, yes. 

Mr. Ellison. Okay. And so can I take it, can I have your insur- 
ance that no TARP funds have been devoted to lobbying? 

Mr. Lewis. Correct. 

Mr. Ellison. Do you think it is appropriate while in receipt of 
TARP funds to be trying to defeat measures such as the Employee 
Free Choice Act? 

Mr. Lewis. I think doing what is in the best interest of your com- 
pany is always the best thing to do. So I wouldn’t point to any one 
thing and say, just because you have TARP funds, you can’t do 
something. 

Mr. Ellison. But, as has been pointed out already, money is fun- 
gible. What you don’t use one place you can switch and use other 
monies for that while you are using TARP funds. Wouldn’t you 
agree that your company needs to be using those funds for their 
intended purpose — 

Mr. Lewis. Yes. 

Mr. Ellison. — and not trying to defeat union organizing? 

Mr. Lewis. And $45 billion is in the context of $230 billion in eq- 
uity. So you have to think of it in the context of a much larger 
number. 

Mr. Ellison. Right. Well, I just wanted to put into the record, 
have unanimous consent to have entered into the record, this letter 
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from Change to Win to Mr. Steve Bartlett, who was with the Fi- 
nancial Services Roundtable. In it, he describes a conversation in 
which several companies which received TARP funds were having 
some fairly frank conversations about lobbying. I find it pretty dis- 
turbing, and I would like you to respond to this letter, if you would, 
sir, because it specifically mentions your company. 

The Chairman. We have general leave, so it will be made a part 
of the record. 

Mr. Ellison. I would also like to give voice to the people in my 
district who sent me a number of questions to ask all of you. I will 
just give you a sense of how these questions go. 

One is, aren’t bonuses to award productivity, not failure? That is 
Ann J. from Minneapolis. Whatever happened to banks being risk 
averse? That is Pat B. from Minneapolis. And it goes on and on 
and on. 

I just wanted to give voice to it because it is true that there is 
a general concern about the state of our financial services industry. 
And to the degree that we give you a benefit that our constituents 
think you shouldn’t have, we run afoul of them. So I hope you bear 
that in mind as you go about the use of your TARP funds. 

I also want to have something put into the record, and I do rec- 
ognize there is general leave to have things put into the record. It 
is an article written by Adam Levitin, who talks about how 
securitization of credit card debt has contributed to the financial 
malaise that we find ourselves in. So I will have that in there as 
well. 

Mr. Pandit, I would like to ask you a question about solvency at 
Citi, and I would like to have the — actually, both the gentlemen 
from Bank of America and Citi, both these questions might apply 
to you. Could you share with me what you feel the solvency of your 
firm is at this time? 

How about you, sir? 

Mr. Pandit. Congressman, our Tier 1 capital ratio is 12 percent. 
That is an enormously high capital ratio, well above whatever the 
regulators consider to be well-capitalized banks; and that is the 
risk capital that supports all our depositors, all our creditors, all 
our bondholders. That is a very, very strong ratio. We feel well-cap- 
italized as a company. 

Mr. Bachus. Will the gentleman yield just for one minute? 

Mr. Ellison. Yes, I will yield. 

Mr. Bachus. In the questioning before that — and I know the gen- 
tleman is thoughtful. We very much as a body respect the freedom 
of association and the freedom of speech. And I know the gen- 
tleman — 

Mr. Ellison. Reclaiming my time, if the gentleman wants to — 

The Chairman. That is really a debate on the gentleman’s issue. 

Mr. Ellison. If he wants to debate the issue, he can get his own 
time for that. 

Mr. Bachus. I apologize. But I am just saying I didn’t want them 
to get the wrong — and I know you didn’t — 

The Chairman. Let us — 

Mr. Ellison. I hope that does not come out of my time. 

The Chairman. No, it does not. 
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Mr. Ellison. From Bank of America, what is your Tier 1 capital 
ratio? 

Mr. Lewis. It is about 10.6. And, remember, we made money in 
2007, we made money in 2008, about, in the total of those 2 years, 
$19 billion. We did not lose money like some banks across the 
world did. And so to ask me that question is amazing. 

Mr. Ellison. Well, I mean, I have asked the question. You have 
answered it. 

Tell me, how has Merrill Lynch — the acquisition of Merrill im- 
pacted your Tier 1 capital ratio? 

Mr. Lewis. That was the reason that we took the injection to do 
the deal, and so it actually helped it, because we filled the hole 
that was caused by the loss. 

Mr. Ellison. And what about Countrywide? How does that im- 
pact your — 

Mr. Lewis. Countrywide is not big enough to affect us in any big 
way. 

The Chairman. Can I just say, when you say “the injection” that 
is the second TARP funding, not the first, but the second injection. 

Mr. Lewis. The second. 

The Chairman. Go ahead. 

Mr. Ellison. Now, there has been wide speculation that some of 
our larger banks around the Nation may end up being nationalized. 
Do you feel that your bank should be considered one of those banks 
at risk? 

Mr. Lewis. Are you talking to me? 

Mr. Ellison. Yes. 

Mr. Lewis. Absolutely not. I don’t know why you would ask the 
question. 

Mr. Ellison. And I am curious about Citi as well. Is there any 
worry that — will we be here in a few months talking about the de- 
mise of Citigroup? 

The Chairman. This answer will end your time. The gentleman 
got extra time. 

Mr. Pandit. Congressman, I intend to make sure that is not the 
case. 

The Chairman. The gentleman from Ohio. 

Mr. Wilson. Thank you, Mr. Chairman. 

Gentlemen, I have a question for all of you. If I came to you as 
the owner of a failing business and I asked for a loan to take my 
staff on a spa trip to Las Vegas, would any of you grant that loan? 

Mr. Blankfein. No. 

Mr. Dimon. No. 

Mr. Kelly. No. 

Mr. Lewis. No. 

Mr. Logue. No. 

Mr. Mack. No. 

Mr. Pandit. No. 

Mr. Stumpf. No. 

Mr. Wilson. Thank you. I didn’t think so. 

But help me explain to the people back home what has happened 
with their tax money that went out in the first part of this TARP 
which my understanding is all of you are recipients of it. 
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The Chairman. I would just say to the members that this is not 
a day in which you are going get a lot of volunteers. So if you want 
to get an answer, you probably want to pick somebody. 

Mr. Wilson. Okay. Maybe I can rephrase my question, Mr. 
Chairman. 

There are a lot of people in Ohio who are really upset about the 
way things have been handled, the arrogance, the way things have 
been done, what has happened, the PNC purchase of National Citi 
with TARP funds, on down the line. It could go on and on. But 
what have we done to restore the confidence in the financial com- 
munity that is going to help small businesses like I represent in 
Ohio to be able to get their line of credit to be able to buy goods 
for the spring and for the summer selling season? What has been 
done with the TARP money? 

Mr. Dimon, could I address that question to you? 

Mr. Dimon. I think we put in the record a lot of what has been 
done with the TARP money. We have lent in the last 90 days I be- 
lieve it was $250 billion; $90 billion to corporations, $50 billion to 
consumers, net and increased credit lines; $50 billion in interbank 
markets; $60 billion in the purchase of MBS or asset-backed securi- 
ties. I do believe — and it is an estimate. I do believe that probably 
$75 billion of that would not have happened without the TARP 
money. 

We are also a very large small-business lender in Ohio. And I 
don’t remember exactly the numbers, but I believe year over year, 
small business loans are up in the Nation. I don’t have Ohio’s num- 
bers. Government, not-for-profit, hospitals, university lending is up 
year over year. And we will be happy to make all that part of the 
record. 

We are still lending in Ohio and other parts of the country and 
try to do exactly what you want us to do with the TARP money, 
which is to fulfill our obligations in regards to this country and the 
communities we serve, which is to help in every single way pos- 
sible. 

Mr. Wilson. A follow-up question on that, Mr. Chairman, is, do 
you think the TARP money is starting to work as it is intended? 

Mr. Dimon. I think the question that neither I nor anyone will 
ever be able to answer is what would have happened had it not 
been injected when and how it was injected. We will never know. 
We will debate it the rest of our lives. 

I personally don’t spend much time guessing about things like 
that. It could have gotten much worse. So it may very well have 
created a situation where it stabilized things so that we can move 
forward, as opposed to having a lot more problems. And I just don’t 
know. 

Mr. Wilson. Thank you. Thank you, Mr. Dimon. 

Another question I have — and I will address it to Mr. Lewis, if 
I may — banks versus — banks who took TARP versus banks who did 
not, why do some banks turn their back and say I don’t want any 
more TARP funds — I don’t want any TARP funds. I don’t want to 
live with the problems of government money, of taxpayers’ money. 
What is the rationale there? Could you help me with that? 

Mr. Lewis. Yes. The reason is they don’t want the government 
involved in their business. It is as simple as that. 
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Mr. Wilson. Well, thank you. I am glad it was a simple answer 
to a simple question. 

Thank you, Mr. Chairman. I yield back. 

The Chairman. I thank the gentleman. 

Mr. Dimon saying we will never know did remind me, and I 
think we all ought to keep this in mind when we are trying to be 
absolute about past judgments. In the Knickerbocker’s History, 
Washington Irving says — he describes a boat crash. And he said 
the boat went around the bend, and a wind came up and blew it 
on the rocks, and we will never know what happened because there 
were too many survivors. And I think that is part of our problem. 

The gentleman from Colorado. 

Mr. Perlmutter. Thanks, Mr. Chairman. Just a couple of ques- 
tions, and thank you all for your testimony today. 

We have been dealing with a lot of sort of dire circumstances. We 
have had a chance to have Mr. Bernanke come and testify in Sep- 
tember when things were really on the precipice, again in Novem- 
ber and then yesterday, and I am hoping that we have turned the 
corner on stabilizing the financial markets. We still have to restore 
confidence in the markets and rejuvenate the economy to avoid the 
job losses that Mr. Stumpf was talking about, and I think we are 
on track to do those things. 

But I want to come back to how we got here. And I look back 
to the sort of bankers that I can sort of reach back to, Dick Van 
Dyke and Mary Poppins. No offense. But, you know, a stable guy 
who had certain things. Jimmy Stewart and then whoever Mr. Pot- 
ter was. And I don’t know if there was a Barrymore or somebody. 

But what I am concerned about — and Mr. Dimon heard me say 
this one time — is the size and the scope of your institutions is so 
far-reaching globally and just in terms of the products that you 
handle. And I just — I am concerned about the effect on the system. 
That, in some instances, your institutions are bigger than the FDIC 
insurance we have in place, or the Federal Reserve had $800 bil- 
lion at some point last year to assist the market. I mean, is there 
a point where you are too big and that the system itself is in jeop- 
ardy? 

Mr. Mack, do you have any opinions on that? 

Mr. Mack. I can only speak to our firm. We are not too big, and 
we still plan to grow, so we don’t find that as an issue for our- 
selves. 

Also, as I sat here and listened, 2 years ago we owned a credit 
card business. We didn’t think it was one of our core competencies, 
and we spun that off. So we have grown, but, at the same time, 
we have gotten rid of businesses that do not fit. 

Mr. Perlmutter. Let me switch it a little bit. Do you think that 
you can get too far-flung in the types of businesses under your um- 
brella? Whether they might be insurance or, you know, own real 
estate, I don’t know. 

Mr. Mack. Yes. And I think that is an issue. Especially as we 
grow our businesses not only here in the United States and develop 
new products or globally, that is an issue. That is something we 
look at. We look at it through our audit committee. We look at it 
through our chief risk officer. We look at it through our strategy 
and planning. That is an issue. 
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Mr. Perlmutter. Do you think the regulators in this arena have 
been focused enough on the breadth of business that you might 
have? Or, Mr. Dimon, if you have an opinion or Mr. Stumpf. Mr. 
Dimon, if you would. 

Mr. Dimon. I think if I was in your seat I would want large, suc- 
cessful American corporations that do business around the world, 
some of which by their nature have to be big because they are 
large — they have huge data center systems, diversified credit expo- 
sure, etc. — and I have never seen in my experience that large itself 
is the bad thing. I have seen bad large companies and bad small 
companies. I have seen good large companies and good small com- 
panies. And the United States military, which is a magnificent or- 
ganization, isn’t bad because it is large. You want it to be large and 
use the benefit of its size for the state of the government. So I al- 
ways separate is it good or bad and do you have the systems and 
people to handle the size and/or the complexity. 

Mr. Perlmutter. Let me narrow it just a little bit. 

Back in September, when the Treasury Secretary and the Chair- 
man of the Federal Reserve came to us, I mean really in an urgent, 
emergent fashion, they said, this is the banking system. It is dif- 
ferent than everything else. You have to help. If you don’t, we will 
have trouble in everything else. 

Is the banking system different than just a corporation, in your 
opinion? 

Mr. Dimon. Are you asking me? 

Mr. Perlmutter. Yes. 

Mr. Dimon. Well, yes, I think you have special obligations and 
you do have risks. You have to serve the countries and the commu- 
nities you operate in. So I think it is special to that extent. And 
I think it is special to the extent that you not uniquely — there are 
probably other ones which I have not thought about — but uniquely 
could cause systematic risk, and that should be eliminated. You 
don’t want that to be the case. There are ways to handle that. 

Mr. Perlmutter. Thank you. 

The Chairman. The gentlewoman from Illinois. 

Mrs. Biggert. Thank you, Mr. Chairman. 

Based on all of your testimony today, it sounds like your institu- 
tions are doing okay. So why are we here? And I think one of the 
things that we need help in is, how can you help restore investor 
and consumer confidence? I don’t know who wants to address that. 
Any volunteers? How can you help to restore investor and con- 
sumer confidence? 

Mr. Dimon, how about you? 

Mr. Dimon. You are being unfair now. 

Mrs. Biggert. You are the name I know. 

Mr. Dimon. I think that every person at this table is doing every- 
thing they can with all their brains and might to fix this situation. 
I also think that Congress is doing that, the Secretary of Treasury, 
the Administration. And I think all of us, working really hard, we 
will beat this thing. 

And we are still, I would say, bruised and battered but still 
standing and fighting. We have a ways to go. But, if we do it right, 
this country will do what it has always done. It will learn, it will 
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reform, and it will move on. I am completely comfortable that will 
be the case this time, too. 

Mrs. Biggert. Mr. Stumpf. 

Mr. Stumpf. I will also add a couple of things to that. 

We have talked about mark-to-market accounting before, which 
has really destroyed capital in this industry. We think things have 
intrinsic value that are very different from the market clearing 
value, and we have to write those things down. Also, the way we 
do reserves for loans in our industry. We reserve at the time when 
we are least able to afford to do it. It is procyclical. That is not par- 
ticularly helpful. 

One thing that the chairman is actually helping on is this FHA 
foreclosure issue. We have a very difficult time. Ten percent of all 
the loans we service are FHA and VA loans. They are almost im- 
possible to restructure. And again called the 601 program. So there 
are a number of things like that will be helpful. 

But I think at the end of the day serving more customers, help- 
ing them and partnering with you and Congress to create jobs in 
the public sector and private sector, neither of us can do this alone, 
is the real key. 

Mrs. Biggert. Well, if you were in my shoes and you were sitting 
up here, and your customers were as angry as some of my constitu- 
ents, what would you tell them? What would you do if you were 
here? What would you do to help them restore their confidence? 

We want to do the right thing, and so far we have tried so many 
things, and it really hasn’t worked. Are we doing too much? Should 
it be more of the free market? Are we doing too little? 

If you have just one or two things that you think that the Con- 
gress should add to our repertoire to see if we can solve this prob- 
lem. I know you have been here a long time. 

Mr. Lewis. Well, I will begin. I don’t know if I know all the an- 
swers. Obviously, I don’t. 

But you are soon to pass the stimulus package. There is some 
quick hits which will help immensely. The modification on mort- 
gages is incredibly important to get that in the TARP package. And 
then, thirdly, we have to keep mortgage rates down so that we can 
continue to have refis, which are, in essence, a kind of a tax break. 

I think over time with those three things you are going to have 
an impact on the economy. 

Mrs. Biggert. How many of you think we should do away with 
the mark-to-market? 

Anybody else? Just one? That is interesting. 

Mr. Stumpf. I should say don’t do away with it. When markets 
are not functioning, it is no longer mark-to-market. It is mark-to- 
craziness. We ought to look to a different mark-to-cash flow then 
when those markets are not functioning. There is nothing wrong 
with the mark-to-market per se. 

Mr. Lewis. I would agree. Extraordinary times like this, there 
should be another alternative. 

Mrs. Biggert. You know, I hear from so many customers of 
yours that they can’t get to the lender. Or, if they do, they talk to 
somebody, then they get somebody else, and it goes around in a cir- 
cle. I would hope that you would make sure that these people real- 
ly get answers to their questions and see what you can do to help 
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them. But it sounds like — are things improving? Do you see any 
ray of sunshine that we are going to solve this? 

Mr. Blankfein. The credit markets have been improving stead- 
ily- 

Mrs. BlGGERT. Thank you. 

The Chairman. Your time has expired. 

But if I can get the indulgence, I was distracted. I distracted my- 
self. Nobody’s fault. 

Mr. Stumpf, you talked about the FHA/VA issue. Would you give 
me that one again? 

Mr. Stumpf. About 10 percent of the loans that we service are 
FHA and VA, and these are sometimes for new home buyers and 
so forth. The way the loan works, we make a loan, the government 
guarantees it, they get a guarantee fee, and the asset goes into a 
Ginnie Mae pool. And whatever the customer pays us a month is 
indifferent. We have to pay the pool for the full amount of the 
mortgage, and we can’t restructure. 

The Chairman. I would ask you to — 

Mr. Stumpf. It has been very helpful. 

The Chairman. I will say this. With regard to the bankruptcy, 
which I know many of you don’t like, but we did do a separate 
piece to that so that in cases of FHA or VA the government would 
take the hit and not the owner. 

Mr. Stumpf. I understand. 

The Chairman. But we should be able to work it out short of 
that. Please be in touch with our staff, and we obviously want to 
be helpful — 

Mr. Stumpf. You have been wonderful in that. 

The Chairman. — and unravel all that. Thank you. 

The gentleman from Indiana. 

Mr. Donnelly. Thank you, Mr. Chairman. 

I have the privilege of representing Elkhart, Indiana, which is 
where President Obama went about 2 days ago. And what has hap- 
pened there is that the credit has completely disappeared so they 
can’t do floor plan financing and that consumers can’t buy the rec- 
reational vehicles that are made; and, consequently, unemployment 
has gone up to 15.3 percent. 

And I know — I heard Mr. Lewis — I know you don’t want us in 
the banking business; and, believe me, we don’t want to be in the 
banking business. But until we get to the other side — when the 
folks in Elkhart and the rest of my district come back home from 
work, and they are not sure if the place is going to be open the 
next week, with the factory they are working, and some of their 
money comes out of their paycheck for TARP, they just want to 
know that there is going to be good judgments made with it. 

And I know some of the stuff you want to tear your hair out 
when you read it as much as we do. But what we need you to do — 
and I know that you want to achieve this as well — is that our great 
generals like Omar Bradley and them, they always made sure that 
the troops were bedded down and that everybody was fed before 
they were fed. 

Mr. Stumpf is the one who talked about a culture of values and 
leadership. And we really need you guys. I know that is your goal, 
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too, to do the same thing. So that when you see some of this crazy 
stuff — 

I mean, look at it from my perspective back home in Indiana. If 
you look at it from that instead of Wall Street and you look at 
something and you go, this would be crazy to the folks back home 
in Indiana, please don’t do it. Because when that happens it makes 
it much tougher to try to get them to understand why the second 
part of TARP is needed. 

So you are absolutely critical to the success of this country. If 
things don’t work with your banks, it is going to be awfully tough. 
So we are in this together, and we are counting on your good judg- 
ment as we move forward. And I hope I am looking at three, six, 
eight or more Bradleys over on the other side of the table. 

The other thing I want to ask you is this. And, Mr. Stumpf, 
again you said we want to work with companies if we possibly can. 

I have small businesses back home. That is the heart and soul 
of my district. They have lines of credit, and they are based on hit- 
ting certain profit numbers, inventory numbers, all of those things, 
and it is tough right now, and some of those numbers may be a 
little bit off. And they have come to me and said, “Hey, Joe my 
number is off; they are going to call the line.” They have made 
every payment, but their ratios are off now. 

Does it make sense to try to work with those companies? I mean, 
that is one of the toughest things we have back home, is good com- 
panies, still profitable, but their ratios are off a little. Can’t we 
work with them? 

Mr. Stumpf. I think the answer is absolutely yes. And I think 
I believe in our company’s case we have stuck by our customers 
during the difficult times. 

Every situation is different. Not every customer is created the 
same, not everyone has the same possibilities and opportunities 
and so forth, but to the extent that we can and balance it off with 
safety and soundness for all of our customers and for our stock- 
holders that is where the secret sauce is. 

Mr. Donnelly. We heard Mr. Hensarling. We don’t want to 
make loans to people who can’t pay them. But to people who can 
and are going through a tough time now, just like your banks have, 
they want to come out the other side just as well. They will sell 
their car to make the payment to the bank. And so I would encour- 
age all of you to stick with them and to try to work with them. 

The other thing that we found back home is what you talked 
about, that some of the companies, nonbank, that used to be there 
are no longer there. Financing for RVs was primarily done by GE 
Financial and Textron and Key Bank. All three are gone. I mean, 
not gone technically gone, but they have pulled out of the market. 

So you have companies that have worked nonstop and they look 
up and all the companies they have worked with have said, we are 
not into this anymore; you know, this doesn’t interest us. That 
makes it extraordinarily difficult to conduct your business. 

So I just wonder if you have any ideas on how to fill that hole 
for those financial companies who are not around anymore. Mr. 
Lewis, I will ask you first. 
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Mr. Lewis. I don’t know a lot about the RV business, but we are 
looking for opportunities, and if they are good ones, then our point 
is make every good loan we can make. 

Mr. Donnelly. So there is money out there to be loaned then. 

Mr. Lewis. This not a question of liquidity. At least our company 
has never been this liquid in our history. This is about an issue of 
demand and the economy. 

Mr. Donnelly. I will bring you the demand, sir. Thank you. 

The Chairman. Thank you. 

I want to go back to Mr. Stumpf, because you were more right 
than I was, apparently, at the initiative that you brought to us. We 
have language in the bill that we voted out last Wednesday of this 
committee which we hope to get passed at some point which deals 
with that FHA/VA problem. So we do think, thanks to your good 
staff and mine, that we were able, working together, there was bi- 
partisan agreement on that piece of it. There may be some objec- 
tion — but as it came out of here that is in our whole service of 
piece, and that has been done. 

Mr. Stumpf. Thank you. You have been very helpful. I appre- 
ciate it. 

The Chairman. The gentleman from Illinois. 

Mr. Foster. Let’s see, I have a couple of questions. 

The first ones have to do with stress testing going forward and 
the conditions under which you may or may not stay solvent and 
may or may not continue to exist. If you take the slightly, hope- 
fully, significantly pessimistic but realistic assumptions of maybe 
11 percent unemployment, 25 percent further decline in real estate 
prices and comparable problems in the commercial real estate, 
which a lot of people tell me are not that unrealistic, without being 
specific could one of you give an estimate of how many of the eight 
of you would still survive without a Federal cash infusion under 
those sort of pessimistic but realistic conditions? 

Mr. Mack. We would survive. I mean, we have a very high Tier 
1 ratio. We have reduced our balance sheet dramatically from $1.1 
trillion to a little less than $600 billion. We have taken our lever- 
age from 32 times down to about 12 V 2 times. It would be very pain- 
ful and very upsetting if those numbers come true as you are say- 
ing, but we would make it. 

Mr. Foster. Do you regard those as unrealistic numbers, things 
that are very unlikely to happen or not? 

Mr. Mack. Well, I think some of those things can happen, espe- 
cially in the commercial market you were talking about. I think we 
have not seen how difficult that can be, and it is just beginning. 
I do not think it will be at the same level or intensity of a down- 
slide that we saw in residential, but there is a lot of pain to come 
in the commercial market. 

Mr. Foster. Then maybe I will try putting you on the spot. If 
you would give an estimate for how many of the eight would sur- 
vive — without pointing. Don’t look or point but just make a guess. 

Mr. Mack. I am not going to guess at that, Congressman. 

Mr. Foster. Is anyone feeling more brave? You are shaking your 
heads. You won’t do it. 

Mr. Blankfein. I can speak for ourselves. We would survive. But 
the nature of uncertainty and given enough time and the unpre- 
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dictability of markets, look where we are and look how we wouldn’t 
have foreseen it. So you have to prepare that anything can happen, 
even things worse than that. And then we have to build in expecta- 
tions, and that is the world we are in. 

On the other hand, at this point, given expectations are so low, 
it is worth pointing out the same way we have been in a bubble 
that is to the upside, we could very easily have been in a down- 
ward bubble. At this point, there is 100 percent of the world that 
is 100 percent pessimistic; and that may not turn out to be the 
case, either. 

Mr. Foster. Well, do you routinely game out situations like I de- 
scribed to say what is our survival strategy under these things? 

Mr. Blankfein. Yes. 

Mr. Foster. Everyone is nodding. 

Mr. Dimon. What are your numbers again? 

Mr. Foster. 11 percent unemployment, 25 percent further de- 
cline in real estate, and comparable problems in commercial real 
estate. 

Mr. Blankfein. That and beyond. 

Mr. Foster. And beyond. Okay, so you actually think about 
downside things. 

Mr. Blankfein. We do the math, and our regulators observe us 
doing the math. 

Mr. Foster. And have you in the past gamed out a 25 percent 
drop in real estate prices or was that just off your planning hori- 
zons? 

Mr. Blankfein. I am just not that conscious of it. But our plan, 
for example, in equity assumed a 50 percent drop in the equity 
market. 

Mr. Foster. As of a year ago, you were thinking in those terms? 

Mr. Blankfein. Absolutely. We look in terms of standard devi- 
ations and percentage moves, and, yes, they would be very ex- 
treme. 

Mr. Lewis. We had 30 percent decline in real estate prices about 
a year ago. 

Mr. Foster. So you saw this thing coming and were relatively 
quiet about it for quite a while. 

Mr. Lewis. No. 

Mr. Foster. You gamed out a survival strategy. 

Mr. Lewis. Right. 

Mr. Foster. That is different. 

The other question I have has to do with alignment of incentives. 
And my attitude on that is I was a small businessman for many 
years, and it is now rather successful. But for about 20 years, I car- 
ried an unlimited personal guarantee in order to get the operating 
loan. And so that means if our company went under, I lost my 
house and everything else. You gentlemen are not in that situation. 

And I was wondering, well, first off, have you ever heard of a 
compensation scheme that you think couldn’t be circumvented is 
one question. When these things get suggested, I think the imme- 
diate thing — I know that — I certainly say, hey, you could game it 
this way or that way or the other way. Are you personally opti- 
mistic that if we chose to somehow limit compensation schemes 
that a way wouldn’t immediately be found around it? 
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Mr. Blankfein. Well, our goal isn’t — the goal is we are the lead- 
ers of our firm. Our legacy is how well our firms do. We want to 
keep the alignment of our people with the fortunes of the firm. And 
we have suggestions for how to do this, especially as you climb up 
the letterhead and you get to the more senior people, paying people 
in relationship to how the whole company does and making them 
keep that payment, the bulk, in stock. 

Mr. Foster. But do you believe that has been done so far in the 
industry? I mean, I think there seems to be almost a consensus 
that there is a misalignment of incentives issue that is largely — 

Okay. I will give you follow-up written questions, actually. 

The Chairman. The gentleman will do written questions. 

I was very pleased with the gentleman’s question about survival 
and your answers. But I am afraid that some time later in the 
evening, I am going to be seized by the image of the eight of you 
standing up singing, “I will survive,” and I hope that I am not. 

The gentleman from Indiana. 

Mr. Carson. To add on to my colleague’s point, as you know, this 
committee will address the issue of moral hazard and regulatory 
reform in the coming months. Some of the reform provisions men- 
tioned by Chairman Frank for this legislation are critically impor- 
tant in my view because of the incentivized high-risk behavior 
within this particular industry that helped fuel the market down- 
turn, as we know. 

While we looked for your companies to exhibit tremendous lead- 
ership in this crisis, to Congressman Donnelly’s point, we heard re- 
ports of bonuses and acquisitions and sponsorships and so forth. As 
you all know, the public — to Donnelly’s point — I am from Indiana 
as well — the public doesn’t believe that you guys have learned from 
your errors. And before you answer, keep in mind that over 
100,000 Hoosiers lost their jobs last year, and much of the TARP 
assistance will be paid for in part by my constituents. 

Now, the question for me becomes I want to know how — what 
specifically will your companies do to better monitor internal risk 
assessments and reform your compensation policies? 

Mr. Mack. Well, Congressman, in our case, on the risk assess- 
ment, we have just completed a risk assessment with an outside 
consultant working with our audit committee. We have enhanced 
our credit risk controls and market risk controls. I think we have 
added an additional 67 people since about 6 months ago. So we are 
very focused in looking at risk, how we manage risk, how do we 
learn from mistakes we have made. 

On compensation, the thing that we have introduced is a 
clawback. One of the things that has frustrated me is that often- 
times you come to year end, you pay someone on record revenues 
for their area, only to find out 3 months later or 6 months later 
that position ends up losing money. So we have a 3-year clawback. 

And I think as we look at our business all of us are going to try 
to figure out how do you continue to tie performance compensation 
to the overall firm and making sure that people are vested in the 
firm on a long-term basis, not year to year. I think that is the goal 
of all of us to do that. 

Mr. Carson. Thank you, sir. 

The Chairman. The gentlewoman from California. 
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Ms. Speier. Thank you, Mr. Chairman. 

Thank you, gentlemen, for your testimony today. 

Mr. Blankfein, there is a question I wanted to ask you for 
months. In September, when Secretary Paulson and Chairman 
Bernanke met that weekend and made the decision to save AIG 
and to allow Lehman Brothers to fail, and I think Bank of America 
picked up Merrill at that point, there was reference made to the 
fact that you were there. And there were subsequent discussions as 
to whether or not Goldman Sachs was a counterparty. And, if so, 
I would like to know how much money you received back from AIG 
for credit swaps. 

Mr. Blankfein. First of all, AIG was a big counterparty. Many 
firms were a counterparty. 

I said — in response to another question, I pointed out that we 
had no credit exposure to AIG because we had a collateral arrange- 
ment and credit mitigant bonds. So we had no exposure to AIG. 

As far as participating in meetings at the Fed, we are a very big 
advisory firm, we have particular expertise in financial institu- 
tions, and we were called by the New York Fed to lend assistance 
to try to look for a private market solution for AIG. This is fol- 
lowing the Lehman Brothers weekend. 

Ms. Speier. All right. Thank you. 

The Congressional Oversight Panel has put out a chart that sug- 
gests that, for most of you, the taxpayers are now subsidizing you, 
that the value of the contract that was let is one now that is under- 
water. In fact, $78 billion worth of a subsidy. 

The question I have and I think the question a lot of my con- 
stituents have — in fact, I have gotten plenty of questions to ask you 
today, much like many of my colleagues — is if I am subsidizing 
you — I, the taxpayer — am subsidizing you to the tune of $78 billion 
because what we have loaned you is now not valued at the same 
amount, why is it I have to pay an interest rate for my credit cards 
at 18 or 20 percent? Why is it you can get money for 5 percent from 
TARP, and I am paying 18 percent, and I am subsidizing your busi- 
ness? 

So my question to you, each of you, is are you willing to reduce 
the credit card rates that you charge your customers as being a 
TARP participant? 

Mr. Blankfein. We are not in the credit card business. 

Ms. Speier. Mr. Dimon. 

Mr. Dimon. Every business has its own financial dynamics. 

Ms. Speier. I am just asking the question, yes or no. 

Mr. Dimon. The answer would be no. 

Ms. Speier. Okay. Mr. Kelly, you are probably not in the busi- 
ness, correct? 

Mr. Kelly. We are not, no. 

Ms. Speier. Mr. Lewis. 

Mr. Lewis. No. 

Ms. Speier. Mr. Logue. 

Mr. Logue. No, we are not in the business. 

Ms. Speier. Mr. Mack. 

Mr. Mack. We are not in the business. 

Ms. Speier. Mr. Pandit. 

Mr. Pandit. Case by case. 
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Ms. Speier. Mr. Stumpf. 

Mr. Stumpf. No. 

Ms. Speier. So what is the interest rate you are charging, for 
those of you in the business on credit cards? 

Mr. Lewis. It is a range. It is a range of 9 or 10 percent to 20- 
something percent. 

Ms. Speier. To what, 27 pecent? 

Mr. Lewis. 20-something percent. 

Ms. Speier. 20-something percent. 

Do any of you believe that we should have a law in America that 
has a usury rate? Do you think there is ever a rate that is usu- 
rious, that is obscene, that shouldn’t be charged, 36 percent usu- 
rious? Could you answer that? 

Mr. Dimon. I think there should be a usurious rate, yes; and I 
believe there are by State. I mean, you can decide. I think it is a 
different number in different businesses, but I think there should 
be a usurious rate, yes. 

Ms. Speier. There is a GAO report that just came out in Decem- 
ber of 2008, and it talked about the number of the biggest financial 
institutions both in size and in their bailout receipts and that they 
maintain revenues in offshore tax haven countries where there are 
no or nominal taxes and minimal, if any, reporting. According to 
the Department of the Treasury reports, the U.S. Government loses 
$100 billion a year in tax revenue from these tax dodges from all 
sources, including these firms. 

For instance, Citigroup claims 427 different overseas locations or 
tax jurisdictions, 90 in the Cayman Islands alone. And, by the way, 
you are receiving a 38 percent subsidy from the taxpayers right 
now. 

Morgan Stanley has 273 locations of which 158 or well more than 
half are in the Cayman Islands. Again, Morgan Stanley has about 
an 18 percent subsidy from the taxpayers right now. 

Are you willing to bring those offshore tax havens home to Amer- 
ica? 

Mr. Mack. Congresswoman, I would have to give you the exact 
details and come back to you. I think a number of those are either 
partnerships or vehicles we have made structured for clients or 
structured for an offshore business. I cannot give you the complete 
answer, but I will give you the answer when I return. 

Ms. Speier. Thank you. 

The Chairman. The gentleman from Florida. 

Mr. Grayson. Thank you, Mr. Chairman. 

Gentlemen, I received over 500 e-mails from my constituents con- 
cerning this hearing. Let me read two of them to you. 

Barbara Ruffo of Winter Garden writes, “One executive bonus 
could build one school. Imagine what all that bonus money could 
do.” 

Frank Kruszewski of Orlando writes, “Put them all in jail, which 
is where I would be if I robbed a financial institution.” 

I would like to go back to Mr. Green’s earlier question about 
where all the money went, and I would like to focus specifically on 
a deal the government made several months ago with Citigroup. I 
provided a copy of the Section 129 report on that deal, which, of 
course, you already have, to Mr. Pandit at lunchtime. So you have 



94 


had several hours to examine the details of the deal itself. Let us 
talk about where all the money went. 

Mr. Pandit, that was a $306 billion deal, correct? 

Mr. Pandit. $301 billion, Congressman. 

Mr. Grayson. Well, let us take a look at page 3 under heading 
number 2. Treasury and the FDIC also have agreed to share with 
Citigroup losses on a designated pool of up to $306 billion in pri- 
marily mortgage-related assets. What is the difference here? 301? 
306? 

Mr. Pandit. 301 is the number, Congressman. 

Mr. Grayson. Well, you know, a billion here a billion there. Soon 
you are talking real money, Mr. Pandit. 

Mr. Pandit. I understand. I just want to make sure that we are 
speaking of the same number. 

Mr. Grayson. All right. Now, in this deal, Citibank took the first 
$29 billion in losses, and then the taxpayers take 90 percent of the 
remainder, is that correct? 

Mr. Pandit. The first $30 billion of the losses and then Citigroup 
takes the remaining 10 percent. 

Mr. Grayson. Well, further down in that paragraph, which we 
have extra copies of if anybody wants to see it, it says, under the 
terms of the guarantee arrangements, Citigroup will first bear re- 
sponsibility for any losses on these assets that exceed the com- 
pany’s current reserves and marks up to a maximum of $29 billion. 
Do you see that? 

Mr. Pandit. I do. The number is $30 billion, Congressman. 

Mr. Grayson. Are you saying the number 29 is the number 30? 

Mr. Pandit. The only thing I will say to you is that this was put 
out — I don’t know when this was put out. But what I do know is 
we finalized the terms of this thing with the Federal Reserve Bank 
and the government I think about a month ago, and some of those 
things did change. I just wanted to bring that to your attention. 

Mr. Grayson. Well, the bottom line — you can correct me if I’m 
wrong, Mr. Pandit — that the government has assumed liabilities 
here for this designated pool that amount to $250 billion more or 
less, isn’t that correct? 

Mr. Pandit. Congressman, we bought insurance from the U.S. 
Government. We paid a little bit more than $7 billion for buying 
insurance. That allowed us to take the first $30 billion of losses 
and then 10 percent of losses after that. 

Mr. Grayson. You call it insurance, but that word does not ap- 
pear anywhere in this document, does it? 

Mr. Pandit. You did give this to me at lunch. I have to apologize. 
I didn’t get the time to read it that carefully, but it was insurance. 

Mr. Grayson. So the government gets $7 billion in preferred 
stock, and the government is on the hook for $250 billion in losses, 
is that correct? 

Mr. Pandit. We are on the hook first for the losses we talked 
about; and the $7 billion of insurance is for losses beyond that, not 
unlike every other insurance contract. Whether you buy insurance 
on your house, your car, you know, you pay insurance premiums. 
You are on the hook for your deductible, and then, of course, the 
insurance company is liable for the value beyond that. 



95 


Mr. Grayson. You tell me, Mr. Pandit, where I can get a deal 
like this, where I can get $250 billion in insurance, as you put it, 
for toxic assets that barely have a bid in the marketplace and only 
pay $7 billion for that. You tell me where I can get a deal like that. 

Mr. Pandit. Congressman, the only thing I will say to you is that 
these aren’t necessarily toxic assets at all. The government has 
gone through these assets very carefully. They have gone through 
what the expected losses might be on this. They did their work. 
And I think that is an important aspect that is not in this docu- 
ment. 

Mr. Grayson. Well, if it turns out that they are not truly toxic 
and there is an upside, who gets the upside? 

Mr. Pandit. The losses and the profits are netted on this pool, 
off assets, and if there are profits beyond that, they are Citi’s prof- 
its. 

Mr. Grayson. Right. So you get 100 percent of the upside and 
the government gets 90 percent of the downside, correct? 

Mr. Pandit. That is what the insurance contract is designed to 
do. 

Mr. Grayson. Have you heard the phrase, Mr. Pandit, “Heads, 
I win; tails, you lose?” 

Mr. Pandit. I appreciate that, Congressman. I don’t think it ap- 
plies here. 

Mr. Grayson. Is this on your balance sheet, this arrangement? 

Mr. Pandit. Yes, it is, Congressman. 

Mr. Grayson. Do you know if it is on the Federal Reserve’s bal- 
ance sheet they are responsible for $234 billion of losses? Do you 
know if the Federal Reserve put it on its balance sheet? 

Mr. Pandit. Congressman, I couldn’t tell you. I think there is — 
some of this is with the FDIC. Some of this is with the Treasury. 
Some of this is with the Federal Reserve. I don’t know the exact 
details. I will be happy to get back to you. 

The Chairman. The gentleman’s time has expired. 

The gentleman from Connecticut. 

Mr. Himes. Thank you, Mr. Chairman, and thank you to all of 
you for appearing before this committee today. 

You are on the hot seat today and rightly so. And I am pleased 
that many of you to a lesser or a greater extent have acknowledged 
that your institutions took risks that might be charitably charac- 
terized as imprudent. But, of course, you are a part of the problem. 

We find ourselves where we are today as a result of a willing 
suspension of disbelief by lenders and borrowers around the world 
and as a result of a massive failure of our regulatory apparatus. 
I am not sure we can legislate against a willing suspension of dis- 
belief, and we will see whether we can recraft a regulatory struc- 
ture that makes sure we never find ourselves here again. 

So that brings me back to the question of risk and really the 
heart of two questions that I have. We will get less involved I think 
to the extent that risk resides with those who take that risk, to the 
extent that you all and your organizations eat your own cooking. 
And I get really interested in ways that we can make sure that is 
true. 

I have heard a lot about compensation. I will just ask this ques- 
tion because I want to get on to a different question. Are any of 
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you unwilling to affirmatively commit to this committee that you 
will research, consider, and implement compensation structures 
that reward your people for good, long-term value creation and that 
guard against taking excessive risk? 

Let the record show that nobody is raising their hand. 

Mr. Mack. We will. 

Mr. Himes. Mr. Mack. 

Mr. Mack. Yes. 

Mr. Himes. Okay. Thank you. 

On to another topic I am very interested in. In the spirit of eat- 
ing your own cooking, mortgage brokers issuing more underwriting, 
issuing mortgages and then bearing no risk, people underwriting 
IPOs that 2 years later crater securitizations, that find their way 
through a long chain of ownership but the original underwriters 
bear no consequence for their ultimate failure. 

My question — and let me start with Mr. Pandit, as a very large 
issuer of securities and lender. What if we started thinking about 
asking issuers of securities, whether we are talking about under- 
writers of IPOs or mortgage brokers issuing mortgages, to retain 
a very small top loss position, an equity position, if you will. And 

1 know that will cut liquidity in lots of markets, and I know that 
will put a burden on your capital. But I am okay with that as a 
matter of principle, given where we are. As an idea, good, bad, 
should we pursue it? 

Mr. Pandit. Congressman, there are established markets with 
established standards and established protocols; and then there are 
markets that are newer. 

You talk about the mortgage market. Owning part of what you 
originate is one solution. There are lots of other solutions. Those 
solutions could be around regulation. It could be around standards 
that you impose on origination. I think we should look at the whole 
package and then come to a decision, but we do need to do some- 
thing to change the structure that was in place. 

Mr. Himes. Thank you. 

And let me open this up. Is there any good reason why we 
shouldn’t — and by “good reason,” I mean a reason that would put 
taxpayers at risk in the future — look at structures which, if you put 
together a massive securitization, fine, sell 98 percent of it, retain 

2 percent; if you underwrite an IPO, fine, sell 98 percent of it, re- 
tain 2 percent. Is there a good counterargument against that kind 
of thinking? 

Mr. Mack. Well, if you were in a market — let us go back to the 
Internet boom that we had in the mid-1990’s all the way up into 
2000, 2001. The volume of new issues that came from banks and 
Wall Street would have been so large that I think you would put 
a burden on balance sheets if you had that 2 percent retention. 

Clearly, in a market when volume is very low, that would not be 
an issue. Oftentimes I think the focus should be much more on the 
diligence, the due diligence that is done other than retaining it. 
And also there are today, I think SEC, when we price a new issue, 
we have to distribute it. If we hold it back, we can hold it back, 
but it is for sale and not to be retained on a permanent basis. 

Mr. Himes. Thank you, Mr. Mack. That is a fair point. But I 
think your Internet example is a good one. I might suggest — and 
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I would ask if you agree — that perhaps, given what happened to 
the Internet underwritings, perhaps that is not the best example. 
Perhaps if there had been a retention of some top loss position, vol- 
ume would have been down, but perhaps risk would have been re- 
duced. 

Mr. Mack. Well, in many of the companies that we underwrite, 
and not only are we doing the equity deal but we have loans to 
them, we are very much involved. This is not price an issue and 
walk away from it. 

So I would say there are better ways. I think Mr. Pandit was 
right. I think you need to look at a number of ways in how to en- 
sure that when we do underwritings we are bringing you some- 
thing that has really been scrubbed down, is a viable business or 
concept. There is no simple way of doing it. But I think we need 
to look at the whole package and how can we do it better. 

Mr. Himes. Thank you. 

Mrs. Maloney, [presiding] The gentleman’s time has expired. 

Mr. Bachus. Madam Chairwoman, it is my understanding that 
we are going to cut this hearing off at 5 o’clock. Is that correct? 

Mrs. Maloney. That is correct. And we have two more gen- 
tleman who wish to question — three. 

The Chair recognizes Mr. Peters for 5 minutes. 

Mr. Peters. Thank you, Madam Chairwoman. 

I have a question. I don’t want to belabor this, because you have 
all heard from many Members of Congress already talking about 
the inability to get credit in their respective districts all across the 
country. 

But I represent the State of Michigan, and I am going to follow 
up a little bit on a colleague of mine who talked about this problem 
that I am hearing constantly from my constituents, is that we un- 
derstand that credit is tight all over the country, but there is a 
feeling from people in Michigan — and Michigan, in particular, be- 
cause we lead the country now in the unemployment rate, as well 
as the problems with the auto industry — that loans, in particular 
from money center banks, are simply not available to small busi- 
nesses. And the businesses that could get credit in the past, even 
if they can get it, it is at prices that simply just make it 
unaffordable. 

I don’t expect detailed answers now, but I know, Mr. Dimon, Mr. 
Lewis, you have substantial operations in Michigan. Maybe first 
off, is there a basis for that, that your lending operations in Michi- 
gan are less than other States? And would you be willing to provide 
me with actual numbers that would let me go back to my constitu- 
ents and say that Michigan is not being singled out, Michigan is 
not a State that is a more difficult place to do business, therefore 
leading to the spiral downward that we are experiencing in our 
State? 

Mr. Lewis. Well, first, absolutely, redlining or whatever you 
want to call it, it is not the case. We want to make every good loan 
anywhere we can make it. Obviously, if you lead the Nation in un- 
employment, then we will be lending less there than we would 
somewhere that had a better employment rate. But our attitude to- 
ward Michigan is no different than any other State. We want to 
make every good loan we can. 
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Mr. Dimon. Yes, I agree with Mr. Lewis. We look at loan by loan, 
industry by industry. There is no redlining of a State. We do a lot 
of business in Michigan, and we have a deep appreciation of how 
difficult it has been there. And we also have enormous exposure to 
the car companies, the auto companies, auto finance in Michigan 
today. 

Mr. Peters. Well, I want to follow up on that. And I appreciate 
both your comments, but is it possible to get numbers so I can just 
get a sense of how the loan volume is different in Michigan than 
other States? Would you both be willing to provide that informa- 
tion? 

Mr. Dimon. I would be happy to do that, yes. 

Mr. Lewis. Yes. 

Mr. Peters. Mr. Lewis, as well. We will follow up on that. 

I want to get back to the auto industry, because obviously we 
have a very strong concern in the auto industry. And, surely, the 
impact of the credit crisis has hit the auto industry more than most 
industries, and the repercussions could be dramatic, not just in 
Michigan, but all over the country. Millions of jobs are at stake. 

But also, if you look at the recovery of the economy, there isn’t 
anything that is more powerful a stimulus in the economy than to 
get people buying automobiles, get the auto industry going. It has 
picked this country out of many recessions in the past, has the po- 
tential to do that again if managed well. 

And you know that right now we are in a very precarious situa- 
tion. In fact, the auto companies will come back to this committee 
on February 17th with their viability plans, and a part of those 
plans have to be plans that they have made with the stakeholders, 
both labor as well as the creditors. 

How many of you are creditors to the auto industry, have sub- 
stantial loans or substantial debt instruments of some form or an- 
other? 

Basically all of you, except Mr. Stumpf. Everybody has it. Well, 
then, how many of you have received proposals from the auto com- 
panies? 

Mr. Mack. When you say proposals, requests? 

Mr. Peters. Proposals from the auto companies to restructure 
that debt, which, as you know, is a condition that has placed on 
it to have substantial concessions from debt holders to renegotiate 
that debt. How many of you have already received specific pro- 
posals from the auto companies? 

Mr. Mack. Congressman, I would have to check. We have a very 
active dialogue with the auto industry. And I will check when I am 
back and let you know exactly. 

Mr. Peters. I would appreciate that. 

Mr. Lewis. We are actually advising one of the companies on 
doing that. So we are in the middle of the execution of that, of the 
conversion from debt to equity. 

Mr. Peters. You are currently in negotiations? 

Mr. Lewis. We are currently executing on the game plan that we 
advised on. 

Mr. Peters. Oh, okay. So you are really, definitely down the 
road. Given that we have 6 days left before this plan, so you feel 
pretty good at where you are, Mr. Lewis? 



99 


Mr. Lewis. We feel the pressure. 

Mr. Peters. You feel the pressure. 

Any other gentleman as to where we are on that? 

Mr. Dimon. We have had conversations with some of the compa- 
nies, but I am not up to date on them. 

Mr. Blankfein. The same. 

Mr. Peters. Because it is critical. And there is a sense, in some 
meetings that we have had, that some of the creditors to the auto 
industry may believe that bankruptcy is a better option. That is 
something that I have very strong feelings about, that bankruptcy 
is not an option for the auto industry, given the warranty situation 
and also given the cascade effect that could occur for auto suppliers 
and hundreds of thousands of jobs around the country. 

I want to get a sense, of those of you debtors to the auto compa- 
nies, what is your sense? Are they better in bankruptcy? Or are 
you willing to step up to the plate and say, no, we will take consid- 
erable haircuts in order to save this industry, save these jobs, and 
get the American economy moving forward? 

Mr. Dimon? 

Mr. Dimon. Yes, I don’t think it is an either/or. Okay? I think 
that all the things that need to be done need to be done whether 
it is in bankruptcy or not in bankruptcy. And I assure you, at the 
end of the day, it will cost us money; we will not make money on 
it. 

Mr. Blankfein. And there will be haircuts in either case. 

Mr. Dimon. In either case, there will be haircuts, yes. 

Mr. Peters. Is one worse than the other? 

Mr. Dimon. It depends on how they get structured. 

Mr. Peters. Okay. It is difficult to get financing in bankruptcy. 
It is going to be very difficult for these. 

Mrs. Maloney. The gentleman’s time has expired. 

Mr. Peters. Oh, sorry. Thank you. 

Thank you, gentlemen. 

Mrs. Maloney. Congressman Klein is recognized for 5 minutes. 

Mr. Klein. Thank you very much, Madam Chairwoman. 

And, gentlemen, it has been a long day. We understand that. It 
has obviously been a long number of weeks and months for the 
American people, which is why we are all collectively trying to get 
this right. And we appreciate the effort to get it right. 

As I was listening to your presentations this morning and read- 
ing some of the background material, if I sort of got the impression, 
the impression was that we are doing our part, we are trying. Some 
statistics show there is some lending going on. 

And I would certainly recognize and acknowledge right up front 
that you are all in different positions. Some of you are probably 
doing more than others. Some are deeper in a debt problem than 
others. 

But what is clear to me, and I think what you have heard over 
and over again today, is, throughout the United States, when we 
speak to people at the local level, it is not translating through. It 
is not translating through in the form of access to credit for busi- 
nesses. It is not translating through in access to credit for con- 
sumers. 
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I am from Florida, from south Florida, and I will tell you in a 
very dramatic way that there are some community banks that are 
certainly trying to do their best. There are some regional banks 
that are trying to help out with syndicates for lending and refi- 
nancing. But a whole lot of concern about the next round of prob- 
lems is going to be real estate financing, shopping centers, office 
buildings, lots of things that either are getting called right now on 
technical defaults or their terms are up and they are being told you 
either have to put another $20 million into this thing or $1 million 
or $500,000 into this or we are not even going to take up the loan 
or consider it. Other situations — and I know many of these bor- 
rowers. They are very credit-worthy people. They are being given 
packages that just don’t make any economic sense. 

So I am expressing this because there is great concern in the 
greater economy once again. We have, already, problems with resi- 
dential loans. We are now moving to the next round of under- 
standing credit card debt. We are now talking about commercial 
loans and how this plays out. 

So there is this great concern, and I don’t know what the answer 
is. And I am hearing that, yes, you are doing more. And I am 
speaking to our community bankers, and they are trying. And I am 
hearing about the tension between the FDIC and mark-to-market 
issues and things like that. I am not hearing solutions. And I don’t 
know where to take this conversation today to come up with some 
solutions. 

I also want to express — and I know some of you have said the 
idea of, well, we will give the money back. Maybe we didn’t want 
it in the first place; we will give it back. Some of you expressed 
that. 

And I just want to point out that it is not just the TARP money. 
Many of had received great benefits with the Federal Reserve tak- 
ing certain emergency actions. And those have been a bolstering on 
behalf of the United States and the taxpayers of the United States. 
So it is not just a question of we will write a check and then we 
are free of the concerns of the Federal Government. As taxpayers, 
we are all concerned about where this goes. 

So maybe to start out with Mr. Lewis, or if a couple of you just 
want to comment, where do we go with the connection, the trans- 
lation of, yes, we are lending, but nobody seems to be feeling it in 
the smaller-scale businesses and the residential consumers, as well 
as even the larger commercial transactions that may be occurring, 
certainly in Florida. And I appreciate the gentleman from Michigan 
and other places around the country. 

Maybe, Mr. Lewis, if you can start. 

Mr. Lewis. Well, we seem to be looking for a very short-term 
quick fix. And all of us, I promise you, would like it. And the last 
19 months has been unpleasant for the economy and the American 
people. And I think a number of things have to happen before we 
start to see us getting out of this. 

And, as I mentioned, we have to be very focused on foreclosures. 
We have to get the housing prices to settle. We have to keep rates 
down on mortgages to keep the refi boom going. And we have to 
have this stimulus kick in to get the economy going and to create 
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more demand and to get those marginal borrowers in better shape 
so that banks can lend to them. 

Mr. Klein. Do you believe that this is more a question of that 
there really aren’t enough borrowers out there that are credit -wor- 
thy? Because I am hearing from many of them, “We have a very 
strong balance sheet. I have had a relationship, banking relation- 
ship, with these lenders for many, many years. Things really 
haven’t changed that much for me. But I am getting term sheets 
that come back that are just off the charts, and I can’t do the deal, 
and it doesn’t make any economic sense to do the deal.” 

Mr. Lewis. Yes, I can’t say that we could test and be perfect in 
every case. But, obviously, with our desire to make loans, we are 
trying to be as accommodative as we can. Usually when we hear 
the individual situation, there is something around loan-to-value, 
something in that area, that causes it not quite to be just the FICO 
score, for instance, on an individual. 

But, again, the industry, at least in the big banks, are probably 
as liquid they we have ever been. We want to lend money, we have 
the capital, and so there is no reason to not make a good loan. 

Mrs. Maloney. The gentleman’s time has expired. Congressman 
Mafifei is recognized for 5 minutes. 

Mr. Maffei. Congratulations, gentlemen, you have reached the 
last questioner. 

I appreciate what all of you are saying. I do want to say that, 
you know, look, as a policy-maker, I am not sure if any of us care 
particularly about any of your individual institutions, but we want 
the system to go well. And, like my colleague from Florida and my 
colleague from Michigan, we have seen an awful lot of problems 
with the rubber hitting the road. 

I do want to say that I think some of the questioning that you 
have gotten that has been a little bit leading has sort of been un- 
fair. Many of you are reformers in your field, frankly, and you have 
been, to some extent, held responsible for the sins of your corporate 
fathers. And I don’t want to do that. 

But I am sure you can hear the frustration, and I am going to 
jump on the bandwagon in the same way, because, just like in Flor- 
ida and Michigan and it seems many other parts of the country, 
people in my district are not seeing the benefits of the TARP pro- 
gram. If anything, they are having as difficult a time getting loans 
for everything from homes, small businesses. One bank not rep- 
resented here I believe has probably frozen almost all the home eq- 
uity lines of credit. And my district, my city, Syracuse, currently 
is, according to Forbes magazine, the second-best real estate mar- 
ket in the country. Our property isn’t losing value because we 
never had the bubble so our bubble never burst. 

So I do want to ask you again — and I will start with Mr. Dimon, 
because you do have facilities in my district. But do you have any 
suggestions for either the Administration or us, in terms of how do 
we craft a TARP program that will lead to more loans on the bot- 
tom? 

I know the Federal Reserve says that you are loaning more. I am 
not saying it is necessarily your fault or anything. This is not nor- 
mative. But what can we do to get more loans? You know, we are 
giving money to Wall Street; we need more loans on Main Street. 
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Mr. DlMON. All right. So I will just start by saying you know we 
are continuing that project at Syracuse University and the tech- 
nology center, and we are not stopping that because of this crisis 
or anything like that. That will lead to jobs and education in your 
wonderful city. 

Mr. Maffei. I am very excited about that, and I do think that 
it is exactly what we need in terms of the stimulus. 

Mr. Dimon. So I think something we mentioned before is that a 
lot of non-banks did pull out of the system. So we have this little 
dichotomy where it wasn’t all banks who pulled. There was a little 
confusion on what TARP was going to do. 

I do believe, if we finish the stimulus package, if we finish the 
TALF, if Secretary Geithner finishes properly the mortgage financ- 
ing, we finish the mortgage modification, we get some of these 
other programs in place, deeply understood, verify banks’ balance 
sheets and capital — because I think that is the purpose of the 
stress test — and if we do it in a coherent, consistent, coordinated, 
intelligent way, it will work. 

It will not work if we don’t deal with all these issues and it is 
not coherent, it is not consistent, it is not well thought through, it 
is not synchronized. It will not work that way. And we have been 
suffering a little bit with that in the last 6 months or so. 

Mr. Maffei. Mr. Lewis, you also have a lot of banks in my dis- 
trict. Do you have that same — 

Mr. Lewis. I agree with Mr. Dimon. 

Mr. Maffei. Okay. 

Mr. Pandit, Citi, the same thing, we have projects in my district 
that, frankly, seem as viable now as they were before, but they are 
having more and more trouble keeping their loan status. And some 
of those are Citi loans. 

Mr. Pandit. Banks are not the only institutions that have been 
lending money in the past. There have been finance companies, 
and also there has been funding that has been provided, loans that 
have been provided through securitizations. 

Mr. Maffei. No, I understand that. But how can we make up for 
the lack of the securitization market? In other words, how can our 
TARP funds help you make up for some of that? I am not saying 
that — right, the problem isn’t you, necessarily, but it is a problem. 

Mr. Pandit. The finance companies are finding it difficult to fund 
themselves in order to turn around and make loans. The 
securitization market is basically not there in the form that it was 
before. And I will speak for ourselves too: If we had more funding, 
we would go around and make more loans. 

And the reality is the funding markets are very tight. Everything 
we borrow, we put out. Every deposit we get, we make a loan on. 
TARP capital we put out. If we had more availability of funding, 
we would make more loans too. 

Mr. Maffei. But would those loans reach, sort of, the street 
level? I mean, isn’t it easier to do the bigger loans than the smaller 
loans? You know, a small family or a student in college, that is 
where I am missing it. 

Mr. Pandit. And we see a lot of demand out there. Even through 
discipline and all other rigors, there is still a lot of demand out 
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there. There is a shortage of funding in the marketplace to make 
loans. 

Mr. Maffei. Gentlemen, thank you very much. 

I yield back the balance of my time. 

Mrs. Maloney. Thank you very much for your testimony. 

This hearing is adjourned. 

[Whereupon, at 5:02 p.m., the hearing was adjourned.] 




APPENDIX 


February 11, 2009 


( 105 ) 



106 


Statement by Rep. Michele Bachmann 
House Financial Services Committee Hearing 
“Tarp Accountability': Use of Federal Assistance by the First TARP Recipients” 

February 11, 2009 


Thank you, Mr. Chairman. 

I’m afraid that today’s panelists have been invited to come before our Committee a little 
too late. It would have been more productive to have had them testify, as the Detroit 
automakers did, before $700 billion of taxpayer dollars was authorized to bailout 
financial institutions by the U.S. Treasury. It might have even been better to have had 
them here before Congress gave its blessing to the second half of that spending. But it 
seems that these days Congress is much more inclined to follow an “act now, ask later” 
philosophy, regardless of the consequences. 

Unfortunately, many questions remain unanswered about where that money has gone, 
whether it’s been spent wisely and properly, and whether it will have any long-term 
impact on stabilizing our financial markets and freeing up credit for businesses and 
families across America. 

We’ve all seen the reports of giant bonuses, aircraft purchases, junkets and parties and 
other troublesome activities taken by institutions receiving taxpayer bailouts. And so far, 
the Troubled Asset Relief Program (TARP) has not produced results and has not 
demonstrated any accountablity to the taxpayers who have financed it. 

Yesterday’s announcement by Treasury Secretary Timothy Geithner was disappointing at 
best, as the plummeting stock prices attest. Michael Feroli of J.P. Morgan Chase 
expressed in the Wall Street Journal that, “The new plan discussed some of the ideas that 
have been floated in the media over recent days, and delivered some cosmetic re-labeling 
of existing programs, but many of the fundamental questions that former Secretary 
Paulson encountered last fall remain unanswered.” 

Regrettably, Secretary Geithner did not provide many new details about his plan to spend 
the next $350 billion tranche of the TARP. Even Paul Krugman of Princeton University 
stated, “So what is the plan? I really don’t know, at least based on what we’ve seen 
today.” 

What we do know, Mr. Chairman, is that the American people deserve better than this. 
They deserve to have a government that takes the time to examine what will be best for 
the taxpayers of today without forgetting those who will be footing the bill tomorrow and 
beyond. And perhaps most importantly, they deserve to have an exit strategy from this 
bailout mania that’s racking up a $9.7 trillion bill - and counting. 

I look forward to hearing from today’s witnesses and thank them for being here. 

Thank you, Mr. Chairman, and I yield back the balance of my time. 
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Q/H/0f 

Statement by Michael N. Castle 
Before the House Committee on Financial Services 
February 11, 2009 

.Mr. Chairman. Thank you for holding today's hearing entitled "TARP Accountability: 

Use of Federal Assistance by the First TARP Recipients.” 

I, like many Delawareans are concerned with the topic of discussion today, which is 
tracking the Treasury's expenditure under the $750 billion Troubled Asset Relief Program 
(TARP). With that in mind, I would like to submit for the record a list of questions from 
Delawareans, who are looking to the witnesses today to provide sincere answers to their 
concerns. 

Thank you Mr. Chairman. 
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OPENING STATEMENT OF CONGRESSMAN PAUL E. KANJORSKI 
COMMITTEE ON FINANCIAL SERVICES 

HEARING ON TARP ACCOUNTABILITY: 

USE OF FEDERAL ASSISTANCE BY THE FIRST TARP RECIPIENTS 

FEBRUARY 11, 2009 


Mr. Chairman, today we will learn how some of the richest and most powerful 
men in America are spending billions of dollars of taxpayer money. 

Because some of my colleagues will probably ask our witnesses to explain their 
enormous bonuses being issued at a time of great national suffering, I will not do so. 

And because my colleagues will likely inquire as to their ownership of numerous 
vacation homes while millions of Americans face foreclosure on the only home they 
have, I will leave that subject alone. Because some Members will doubtlessly seek to 
understand how you can underwrite frivolous junkets when most Americans would do 
almost anything for a job — let alone a vacation — I will defer that question, too. 

Instead, I want to know where the money has gone and why it went there. My 
constituents in Northeastern Pennsylvania regularly ask me why you needed their money 
and how you are using it. This is your opportunity to explain to them just exactly what 
you are doing. And for anyone who contends that you do not need the money and that 
you did not ask for it, please find a way to return that money to the Treasury Department 
before you leave town. 

As executives of large companies, you once lived behind a one-way mirror, 
unaccountable to the public at-large and often sheltered from shareholder scrutiny. But 
when you took taxpayer money, you moved into a fish bowl. Now, everyone is rightly 
watching your every move from every side. Millions are watching you today, and they 
would like some degree of explanation and responsibility. I do, too. 
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February 11, 2009 

Opening Statement of Congressman Ed Perlmutter 
“TARP Accountability: Use of Federal Assistance by the First TARP Recipients” 

1 read through your testimonies and each one of you describe how your individual 
financial institutions have increased lending to consumers, clients, small businesses and 
other eligible entities \yithin your business models. However, when I travel my district 
talking to constituents who have had their small business credit lines cut, who can’t find 
student loans for their kid’s college, or reasonable terms for loans to buy a car, I have to 
wonder. If it were one or two incidents, I would chalk it up to sour grapes or bad credit, 
but its been far more prevalent. 

Also, I understand the role banks play within the credit markets has decreased over the 
last 10 years, and the hedge funds, money market accounts and other entities which 
usually provide liquidity are on the sidelines. However those entities rarely ever provide 
credit directly to small businesses, homebuyers or farmers in my communities near 
Denver. 

The relationship your banks have with the public, one in which each depends on the 
other, is shaky. The American taxpayer came to your aid through the actions of Congress 
to appropriate $700 billion to steady the financial markets last September and October 
when things looked bleak for the financial system. Now that the economy needs your 
support to loan to creditworthy businesses, homebuyers and farmers it appears that your 
companies have stepped back from one of your three key missions, lending. However 
some of you continue to pay extraordinary salaries, lavishly refurbish otherwise exquisite 
offices and purchase expensive jets. 

All of you sitting before this committee today accepted taxpayer dollars, some more than 
others. Regardless, when tax payer money is put at risk, the rules of the game change. 
Accountability and transparency take precedence. It appears through the testimony today 
your banks tracked the use of TARP funds received between October and December of 
last year. Why didn’t you show the American public how you were using their money? If 
you were lending on the levels all of you say you were lending, why wouldn’t you want 
the American people to know how hard you were working? Your firms and banks are 
part of the broader industry which has a long way to go to regain the trust of the 
American public. 

When Congress passed the Emergency Economic Stabilization Act, America averted a 
collapse of our financial system. I believe in some cases your banks are too big. They’re 
so big they may pose a risk to our broader financial system today. In many cases the 
banks and firms that went under or were bought by other entities within the last year, 
were mismanaged. Congress can not allow for a mismanaged business to threaten the 
prosperity of all Americans. I look forward to working with my colleagues to create a 
regulatory structure for the 21 st Century to prevent this downfall from happening again. 
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Opening Statement of Congressman Gary C. Peters 
February 10, 2009 

Financial Services Committee Hearing 
TARP Accountability: 

Use of Federal Assistance by the First TARP Recipients 

The federal government has gone to extraordinary lengths to alleviate the financial crisis. 

I believe that the government has a responsibility to help families and small businesses. 
Therefore the assistance provided to the financial industry cannot merely be a bailout for 
banks and industry executives. Those companies that receive taxpayer funds have a 
responsibility to use that assistance to help us rebuild our shattered economy. This is not 
just a statement of principle, but one of practicality - if this industry is perceived as being 
unhelpful to our larger efforts it will erode the political will in Congress to continue to 
assist you. 

There is a perception around the country, including in my home state of Michigan, that 
you are not doing your part to help support the larger economy. I have heard from small, 
medium, and even large businesses in my District who have said that their banks are not 
lending to them, are recalling their lines of credit, or are making credit so expensive that 
they cannot afford it. If this is true, it must be remedied. If it is not true, you need to do a 
better job of explaining how you are using TARP funds to the public. 

I am also particularly concerned by conversations that I have had with representatives of 
the automobile industry. A vibrant and healthy domestic automobile industry is critical 
to the health of the overall economy. Right now Chrysler and General Motors are 
working very hard to prepare their viability plans, which are due to be delivered to 
Congress next week. In order for the auto companies to succeed they are going to need 
all the stakeholders to come to the table and make concessions. If they cannot get 
agreement from stakeholders they will be driven into bankruptcy, and the negative 
consequences of that on the larger economy are enormous. Some of you here today may 
be holding substantial amounts of General Motors or Chrysler debt, and those of you who 
do must engage in meaningful discussions with those companies about debt restructuring. 
With millions of Americans already out of work, this country cannot afford to have one 
or more of the domestic manufacturers be forced into bankruptcy. 

I thank you for being here and I look forward to hearing your testimony today. 



Ill 


Opening Statement 

Committee on Financial Services 
Hearing on 

“An Examination of the Extraordinary Efforts by the Federal Reserve Bank to Provide Liquidity in the Current 

Financial Crisis” 

February 10, 2009 

The Honorable Tom Price 
[Georgia-6 ,h District] 

Lately, it seems as though every few weeks we see the creation of a new Federal Reserve lending facility. In an 
attempt to take on the troubled market head first, the Fed seems to have morphed its role as the manager of 
monetary policy into the more activist role - lender of first resort. 

The Fed has exposed itself to an unprecedented amount of risk in these facilities by increasing its balance sheet 
and expanding its definition of acceptable collateral. In fact, the Fed has doubled its balance sheet since 
August, going from less than $1 trillion to approximately $2 trillion in the span of 5 months. 

The Fed has taken extraordinary action to prevent large institutions from failing, but in the wake of these 
actions, we must consider the effects on our market based system. We are politicizing our economy by 
allowing the government to designate certain institutions as “too big to fail.” In a political economy, where we 
currently find ourselves, the government picks winners and losers, decides who is propped up and who fails. In 
this political economy, losses are socialized while profits are privatized. This is NOT the type of economy that 
has allowed America to become the leader of the world and it is not the type of economy the American people 
want. 

While I firmly believe the Fed’s ability to respond to the market is crucial, it is equally crucial that Congress 
and the American public have a solid understanding of why the Fed takes certain actions and why these actions 
are absolutely necessary to stabilize the economy. 

Ultimately, it is imperative that we examine any way in which government intervention in the market is keeping 
private capital on the sidelines. As long as the government is picking winners and losers, deciding who gets 
rescued and who fails, private investors will make the decision that makes the most financial sense to them. 
They will hold onto their funds or invest them elsewhere. How can we expect private capital to participate 
when their investment may be diluted, or their competition may be propped up by the government? 

My constituents want to know what the exit strategy for all this government intervention looks like. My 
concern, however, is that in the wake of the administration’s announcement this morning, we are moving in the 
wrong direction. With more taxpayer dollars on the line and more risk being assumed by the government, we 
need the justification for why “more” is going to work, when everything we have done to this point has not. 
When will we allow the wonders and responsiveness of our market economy to work, to guide our way forward 
for the betterment of all? 
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Charlie Wilson Opening Statement 

TARP Accountability: Use of Federal Assistance by the First TARP Recipients 
February 11,2009 

Thank you Chairman Frank for convening this hearing, I think it is very timely. 

Panel — thank you for coming today. I am very sure this will not be the best day of your 
life. We all have some hard questions for you — questions, that as a former CEO I would 
never want to take. 

We have all been disappointed in the lavish trips you all have planned, the planes you 
wanted to buy, the fields you want to name and most disturbing the bonuses that you 
rewarded yourselves with after driving your companies into the ground. 

Back home, I get questioned about how we let this happen— about how we could let you 
all do this with their money. 

When you take taxpayers dollars to earn your living, you have to lead your life in a much 
more transparent and responsible manner. You have to live that life until you can get 
your company off the government dime. 

You certainly can’t expect the taxpayers to reward you for bad decisions that caused your 
industry to fail. Those are the bad decisions that required you to need taxpayer assistance. 

Today, I hope we can leam how you are going to use taxpayer dollars to pull your 
companies up and out of this turmoil. I think that you owe the taxpayers, those who’ve 
helped you for so long now, an explanation and a promise that you will be doing 
everything in your power to get our economy moving again. 
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Testimony of Lloyd C. Blankfein 
Chairman and CEO, The Goldman Sachs Group, Inc. 

House Committee on Financial Services 
February 11, 2009 

Chairman Frank, Ranking Member Bachus, and Members of the Committee: 

I appreciate the opportunity to appear before you today to provide information with respect to 
Goldman Sachs' use of the investment that we received under the TARP Capital Purchase 
Program. 

It is abundantly clear that we are here amidst broad public anger at our industry. In my 26 years 
at Goldman Sachs, I have never seen a wider gulf between the financial services industry and 
the public. Many people believe - and, in many cases, justifiably so - that Wall Street lost sight 
of its larger public obligations and allowed certain trends and practices to undermine the 
financial system’s stability. 

The fact is that all of us are contending with the consequences of a deteriorating economy; lost 
jobs, lost orders, and lost confidence. Our industry simply cannot sustain itself without a 
healthy, resilient economy. And, Main Street cannot prosper without financial institutions that 
are strong enough to provide capital to entrepreneurs, businesses and consumers. 

We have to regain the public's trust and do everything we can to help mend our financial system 
to restore stability and vitality. Goldman Sachs is committed to doing so. 

The TARP Capital Purchase Program And Our Role in the Capital Markets 

We take our responsibility as a recipient of TARP funds very seriously. We view the TARP as 
important to the overall stability of the financial system and, therefore, important to Goldman 
Sachs. This capital, combined with the more than $10.75 billion of capital we raised three weeks 
before receiving the TARP funds, gives us an even stronger balance sheet and increases our 
ability to inject liquidity across markets and extend capital to our clients. 

In that vein, the Committee has asked for our understanding of the purpose of the TARP 
assistance. We understood that the capital we and other institutions received was designed to 
promote the safety and soundness of institutions deemed important to the functioning of the 
financial system. Adequately capitalized, these institutions would have the wherewithal to 
promote the flow of credit amidst potentially deteriorating economic conditions. 

In terms of the planned use for the funds prior to their receipt, we were not anticipating any 
injection of capital from the Treasury. On September 23 rd , Goldman Sachs raised $5 billion 
from Warren Buffett. The following day, we raised another $5.75 billion in a common stock 
offering, and could have raised more as the offering was substantially oversubscribed. On 
October 14 th , the Treasury Department announced the Capital Purchase Program (CPP). 

We are actively putting our capital to work. Goldman Sachs serves a number of important roles 
for our clients, including that of advisor, financier, market maker, asset manager and co-investor. 
Our business is institutionally dominated, with the vast majority of our capital commitments 
made on behalf of corporations and institutional investors. We are not engaged in traditional 
commercial banking and are not a significant lender to consumers. 
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As a financial institution focused on this “wholesale” client base, Goldman Sachs actively 
provides liquidity to institutions which helps the capital markets function. In short, our 
businesses require that we commit capital, and our ability to do so has been enhanced since 
receiving capital under the Capital Purchase Program. 

First, through our role as a financier, clients frequently expect our advice to be accompanied by 
access to the capital necessary to make that advice actionable and practical. For instance, we 
often provide back-stop or contingent credit, such as a commitment to make a bridge loan until 
other sources of more permanent capital can be arranged. 

Since receiving the $10 billion of capital on October 27 lh and through January 2009, Goldman 
Sachs has committed over $1 3 billion in new financing to support our clients. This compares 
with $4.5 billion in the three months prior to receiving the government's investment. 

For example, we put our capital to work on behalf of Sallie Mae to allow them to provide more 
than $1.5 billion of student loans. We made a significant investment in the C.J. Peete 
Apartments Housing Complex, a mixed-income housing project in New Orleans. We also 
committed capital to Verizon Wireless, Pfizer and a number of other significant corporations. 

As a market maker, we provide the necessary liquidity to ensure that buyers and sellers can 
complete their trades. In dislocated markets, we are often required to deploy capital to hold 
client positions over a longer term while a transaction is completed. 

In recent months, this has been especially true as we have helped our corporate and investing 
clients manage their exposure to interest rate risk, swings in commodity prices and movements 
in currencies. More broadly, we have seen widespread de-leveraging. As institutional investors 
reduce their various risk exposures, they turn to firms like Goldman Sachs, which play the role 
of intermediary. This ability to help our clients effectively manage their risk requires the active 
and significant commitment of capital. 

Last month, for instance, we provided short-term liquidity to a portion of the mortgage market 
through a large agency mortgage transaction. This significant extension of our capital helped 
keep mortgage rates from increasing by allowing billions of dollars of mortgage securities to be 
financed. 

Additionally, the role we play as a specialist and market maker in NYSE listed stocks has grown 
increasingly significant, particularly in volatile markets when liquidity demands are higher. For 
instance, in certain shares, our specialist business may account for nearly one-quarter of total 
trading in a particular stock. 

We also recognize the importance of being an active co-investor with our clients. Over the 
summer, we established a $10.5 billion senior loan fund which makes loans to companies in 
need of capital. The fund invests both our own capital and that of our clients. This is significant 
because, in many cases, the normal market mechanisms to facilitate the extension of credit in 
many areas have broken down. Investors are wary of credit ratings and are reluctant to invest 
their own money directly. They are looking for some assurance of quality before they are willing 
to commit capital. 

Through this fund, each dollar that Goldman Sachs commits is multiplied many times over as 
we attract capital from our clients. Already, the fund has made approximately $5 billion in loan 
commitments. 
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In the next year, Goldman Sachs intends to launch additional funds to inject capital across the 
corporate capital structure. These funds will extend needed capital to a variety of companies 
whose growth opportunities would otherwise be limited in this extremely tight credit 
environment. 

In addition to how we are using the TARP funds, the Committee asked if we are tracking the 
investment, and if so, how. 

We have been tracking the level of capital we commit on behalf of our clients since we received 
the funds under the CPP. As I indicated earlier, we have made over $13 billion of capital 
commitments since October 27 th , and this amount doesn't include the capital we extend as a 
market intermediary and co-investor. That compares with $4.5 billion in the same period before 
we received the investment. 

First, we have a Capital Committee which reviews and approves all transactions involving 
commitments of the Firm’s capital. The committee is comprised of our most senior people. 

The Committee prepares a weekly report, tracking capital commitments made and those 
pending. It looks at previous week, monthly and quarterly levels to gauge the level of 
commitments we have made. Each week, a senior leadership group, including me, reviews the 
level of capital commitments. Of course, the goal is not to blindly lend or commit to lend money, 
but if volumes change significantly, senior management gets directly involved with the relevant 
businesses to understand the reasons. 

In terms of the expectations and conditions communicated on receipt of TARP investment, they 
are laid out in the Securities Purchase Agreement and encompass provisions with respect to 
dividend restrictions, redemptions, repurchases and executive compensation. 

Lastly, the Committee has asked us to address our compensation policies and practices. Since 
we became a public company, we have had a clear and consistent compensation policy. We 
pay our people based on three factors (1) the performance of the firm; (2) the performance of 
the business unit; and (3) the performance of the individual. 

We believe this approach has incentivized our people to act in a way that supports the firm as a 
whole and not be parochial or narrow minded about their specific division or business unit. 

More broadly, it has produced a strong relationship between compensation and performance. 

Since going public in 1999, Goldman Sachs has exhibited a near perfect correlation between 
changes in net revenues and compensation. From 2000 to 2007, Goldman Sachs has 
produced a compounded annual growth rate of over 20 percent in earnings per share and 16 
percent in book value per share. Adjusted for increased head count over the period, aggregate 
compensation expense has increased less than 10 percent per year. 

For our nine full years as a public company, which includes an exceptionally difficult 2008, 
Goldman Sachs generated an average return on equity of approximately 21 percent for our 
shareholders. 

While the firm produced a profit of $2.2 billion in 2008, our revenues were down considerably. 
Compensation across the firm, dictated by our policies and practices, reflected that. End of year 
bonuses were down on average 65 percent. Our most senior people - the firm’s approximately 
417 partners -- were down approximately 75 percent. 
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The bulk of compensation for our senior people is in the form of stock, which vests over time. I 
would also note that Goldman Sachs has never had golden parachutes, employment contracts 
or severance arrangements for its executive officers. 

Although we believe our policies and practices have proven to be effective in setting 
compensation, we also recognize that having TARP money creates an important context for 
compensation. That is why, in part, our executive management team requested not to receive a 
bonus in 2008, even though the firm produced a profit. 

Going forward, we should apply basic standards to how we compensate people in our industry. 
The percentage of the discretionary bonus awarded in equity should increase significantly as an 
employee’s total compensation increases. An individual's performance should be evaluated 
over time so as to avoid excessive risk taking. To ensure this, all equity awards need to be 
subject to future delivery and/or deferred exercise. And, senior executive officers should be 
required to retain most of the equity they receive until at least they retire, and equity delivery 
schedules should continue to apply after the individual has left the firm. 

Conclusion: 


Mr. Chairman, our firm recognizes the extraordinary support the government has provided to the 
financial markets and to our industry. We will live up to the spirit and letter of the responsibilities 
our regulators, the Congress and the public expect of us. And we will do so whether we still 
have TARP funds or not. 

While mindful of the fragility of market conditions, Goldman Sachs’ financial position is sound. 
Given the reduction in our risk exposures in 2008, immaterial direct consumer exposure, and 
strong capital and liquidity levels, we believe we are well-positioned to continue to commit 
capital as a financier, market maker and co-investor to and with our clients. 

We appreciate that the TARP funds were never intended to be permanent capital. When 
conditions allow and with the support of our regulators and the Treasury, we look forward to 
paying back the government’s investment so that money can be used elsewhere to support our 
economy. 
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Do not destroy the essential catalyst of risk 

By Lioyd Blankfein 
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Since the spring, and most acutely this autumn, a global contagion of fear and panic has choked off the arteries of 
finance, compounding a broader deterioration in the global economy. 

Much of the past year has been deeply humbling for our industry. People are understandably angry and our 
industry has to account for its role in what has transpired. 

Financial institutions have an obligation to the broader financial system. We depend on a healthy, well-functioning 
system but we failed to raise enough questions about whether some of the trends and practices that had become 
commonplace really served the public’s long-term interests. 

As policymakers and regulators begin to consider the regulatory actions to be taken to address the failings, I 
believe it is useful to reflect on some of the lessons from this crisis. 

The first is that risk management should not be entirely predicated on historical data. In the past several months, 
we have heard the phrase "multiple standard deviation events" more than a few times. If events that were 
calculated to occur once in 20 years in fact occurred much more regularly, it does not take a mathematician to 
figure out that risk management assumptions did not reflect the distribution of the actual outcomes. Our industry 
must do more to enhance and improve scenario analysis and stress testing. 

Second, too many financial institutions and investors simply outsourced their risk management. Rather than 
undertake their own analysis, they relied on the rating agencies to do the essential work of risk analysis for them. 
This was true at the inception and over the period of the investment, during which time they did not heed other 
indicators of financial deterioration. 

This over-dependence on credit ratings coincided with the dilution of the coveted triple A rating. In January 2008, 
there were 12 triple A-rated companies in the world. At the same time, there were 64,000 structured finance 
instruments, such as collateralised debt obligations, rated triple A. It is easy and appropriate to blame the rating 
agencies for lapses in their credit judgments. But the blame for the result is not theirs alone. Every financial 
institution that participated in the process has to accept its share of the responsibility. 

Third, .size matters. For example, whether you owned $5bn or S50bn of (supposedly) low-risk super senior debt in 
a CDO, the likelihood of losses was, proportionally, the same. But the consequences of a miscalculation were 
obviously much bigger if you had a $50bn exposure. 

Fourth, many risk models incorrectly assumed that positions could be fully hedged. After the collapse of Long- 
Term Capital Management and the crisis In emerging markets in 1998, new products such as various basket 
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indices and credit default swaps were created to help offset a number of risks. However, we did not, as an 
industry, consider carefully enough the possibility that liquidity would dry up, making it difficult to apply effective 
hedges. 

Fifth, risk models failed to capture the risk inherent in off-balance sheet activities, such as structured investment 
vehicles. It seems clear now that managers of companies with large off-balance sheet exposure did not appreciate 
the full magnitude of the economic risks they were exposed to; equally worrying, their counterparties were 
unaware of the full extent of these vehicles and, therefore, could not accurately assess the risk of doing business. 

Sixth, complexity got the better of us. The industry let the growth in new instruments outstrip the operational 
capacity to manage them. As a result, operational risk increased dramatically and this had a direct effect on the 
overall stability of the financial system. 

Last, and perhaps most important, financial institutions did not account for asset values accurately enough. I have 
heard some argue that fair value accounting - which assigns current values to financial assets and liabilities - is 
one of the main factors exacerbating the credit crisis. I see it differently. If more institutions had properly valued 
their positions and commitments at the outset, they would have been in a much better position to reduce their 
exposures. 

For Goldman Sachs, the daily marking of positions to current market prices was a key contributor to our decision 
to reduce risk relatively early in markets and in instruments that were deteriorating. This process can be difficult, 
and sometimes painful, but I believe it is a discipline that should define financial institutions. 

As a result of these lessons and others that will emerge from this financial crisis, we should consider important 
principles for our industry, for policymakers and for regulators. For the industry, we cannot let our ability to 
innovate exceed our capacity to manage. Given the size and interconnected nature of markets, the growth in 
volumes, the global nature of trades and their cross-asset characteristics, managing operational risk will only 
become more important. 

Risk and control functions need to be completely independent from the business units. And clarity as to whom risk 
and control managers report to is crucial to maintaining that independence. Equally important, risk managers need 
to have at least equal stature with their counterparts on the trading desks: if there is a question about the value of 
a position or a disagreement about a risk limit, the risk manager's view should always prevail. 

Understandably, compensation continues to generate a lot of anger and controversy. We recognise that having 
troubled asset relief programme money creates an important context for compensation. That is why, in part, our 
executive management team elected not to receive a bonus in 2008 , even though the firm produced a profit. 

More generally, we should apply basic standards to how we compensate people in our industry. The percentage 
of the discretionary bonus awarded in equity should increase significantly as an employee’s total compensation 
increases. An individual’s performance should be evaluated over time so as to avoid excessive risk-taking. To 
ensure this, all equity awards need to be subject to future delivery and/or deferred exercise. Senior executive 
officers should be required to retain most of the equity they receive at least until they retire, while equity delivery 
schedules should continue to apply after the individual has left the firm. 

For policymakers and regulators, it should be clear that self-regulation has its limits. We rationalised and justified 
the downward pricing of risk on the grounds that it was different. We did so because our self-interest in preserving 
and expanding our market share, as competitors, sometimes blinds us - especially when exuberance is at its 
peak. At the very least, fixing a system-wide problem, elevating standards or driving the industry to a collective 
response requires effective central regulation and the convening power of regulators. 

Capital, credit and underwriting standards should be subject to more “dynamic regulation". Regulators should 
consider the regulatory inputs and outputs needed to ensure a regime that is nimble and strong enough to identify 
and appropriately constrain market excesses, particularly in a sustained period of economic growth. Just as the 
Federal Reserve adjusts interest rates up to curb economic frenzy, various benchmarks and ratios could be 
appropriately calibrated. To increase overall transparency and help ensure that book value really means book 
value, regulators should require that all assets across financial institutions be similarly valued. Fair value 
accounting gives investors more clarity with respect to balance sheet risk. 

The level of global supervisory co-ordination and communication should reflect the global inter-connectedness of 
markets. Regulators should implement more robust information sharing and harmonised disclosure, coupled with 
a more systemic, effective reporting regime for institutions and main market participants. Without this, regulators 
will lack essential tools to help them understand levels of systemic vulnerability in the banking sector and in 
financial markets more broadly. 

In this vein, all pools of capital that depend on the smooth functioning of the financial system and are large enough 
to be a burden on it in a crisis should be subject to some degree of regulation. 

After the shocks of recent months and the associated economic pain, there is a natural and appropriate desire for 
wholesale reform of our regulatory regime. We should resist a response, however, that is solely designed around 
protecting us from the 100-year storm. Taking risk completely out of the system will be at the cost of economic 
growth. Similarly, if we abandon, as opposed to regulate, market mechanisms created decades ago, such as 
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securitisation and derivatives, we may end up constraining access to capitat and the efficient hedging and 
distribution of risk, when we ultimately do come through this crisis. 

Most of the past century was defined by markets and instruments that fund innovation, reward entrepreneurial 
risk-taking and act as an important catalyst for economic growth. History has shown that a vibrant, dynamic 
financial system is at the heart of a vibrant, dynamic economy. 

We collectively have a lot to do to regain the public’s trust and help mend our financial system to restore stability 
and vitality. Goldman Sachs is committed to doing so. 

The writer is chief executive of Goldman Sachs 

Copyright The Financial Times Limited 2009 



120 


TESTIMONY OF JAMIE DIMON 
CHAIRMAN & CEO, JPMORGAN CHASE & CO. 

HOUSE FINANCIAL SERVICES COMMITTEE 
FEBRUARY 11, 2009 

Chairman Frank, Ranking Member Bachus, Members of the Committee, my name is Jamie 
Dimon, and I am the Chairman and Chief Executive Officer of JPMorgan Chase & Co. I am 
pleased to be here today to assure the Committee that we at JPMorgan Chase are doing 
everything we can to help restore confidence in the U.S. financial system and to ensure that we 
are fulfilling our responsibilities under the Troubled Asset Relief Program (TARP) as Congress 
intended: to restore liquidity and stability to the U.S. financial system, to ensure the continued 
flow of credit to consumers and businesses, and to encourage modification of residential 
mortgages. 

Of course, even before TARP, JPMorgan Chase entered into two transactions to help stabilize 
our financial system and protect consumers and taxpayers from potentially catastrophic losses: 
the merger with Bear Stearns back in March of last year; and the purchase of Washington 
Mutual assets some six months later. While we believed that each of these transactions would 
produce long-term benefits for our franchise, each also entailed significant risk. Subsequent to 
those transactions, the government asked us to participate in the Capital Purchase Program 
established under TARP. 

As this Committee is aware, JPMorgan Chase did not seek the government's investment. But we 
agreed to support the government's goal of obtaining the participation of all major banks. The 
funds we received strengthened our already strong capital base, which is the foundation of all of 
our lending activities (including our mortgage modification efforts, described in detail below). 
We have paid and will continue to pay dividends on the government's investment -- $1.25 billion 
on an annual basis. In this context, I want to provide the Committee with an update on 
JPMorgan Chase's post-TARP lending activity. 

But before I do that, I want to spend a minute on who we are. While some may think of us as a 
Wall Street firm, we are very much a part of Main Street. Our 5,000 branches serve customers 
in 23 states. We employ 174,000 people in 49 states -- 125,000 of them outside the New York 
metropolitan area. We provide health care coverage for 417,000 people. We have long- 
standing relationships with over 400,000 small businesses. More than 50 million Americans own 
JPMorgan Chase shares, often through their retirement plans. On average, we pay more than 
$10 billion a year in taxes to the federal government, as well as state and local jurisdictions. Last 
year, our Foundation made charitable contributions of approximately $100 million across the 
U.S. Our people are ingrained in the communities we serve. We thrive when those 
communities are healthy, secure and prosperous. 


Lending to consumers, businesses and governments 

JPMorgan Chase continues to provide significant levels of credit to our customers, whether 
individual consumers, small businesses, large corporations, not-for-profit organizations, state 
and local governments or other banks. Since we received the capital investment under TARP on 
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October 28, 2008, our lending volumes have been significant, particularly in light of the rapidly 
deteriorating economic environment. Whenever we lend, but especially now, we must do so in 
accordance with prudent risk management and underwriting standards, mindful of market and 
credit risks. We should not forget that eroding credit standards by many market participants 
played a large role in creating the current economic malaise. The challenging economic 
conditions we face today only elevate the importance of operating in a safe and sound manner 
and maintaining what we believe to be a strategic imperative: a "fortress balance sheet." 

In the fourth quarter of 2008, we made over $150 billion of new loans, including the following: 

• Over $50 billion in new consumer originations - representing over 5 million new loans and 
lines to consumers (e.g., for mortgages, home equity loans and lines, credit cards, student 
loans, auto loans, etc.). Through this activity, we helped more than 75,000 families acquire 
homes or lower the interest rate on their mortgages. 

• Over $20 billion in new credit extended 1 to 8,000 small and mid-sized businesses, 
governments and non-profits; in addition, we committed to extend an incremental $5 billion 
in lending to the government and non-profit sector over the next year and were the only 
investor willing to step up to purchase a recent $1.4 billion bond offering by the State of 
Illinois. 

• An additional total of approximately $90 billion in new and renewed commitments to our 
corporate and other clients. 

We also dramatically increased our presence in the interbank market, lending an average of $50 
billion a day to other banks - which provided much needed liquidity to the system. Including 
interbank lending, our aggregate new lending for the fourth quarter was over $200 billion. 

Also during the fourth quarter, we purchased almost $60 billion of mortgage-backed and asset- 
backed securities, which had the benefit of supporting the agency debt markets and promoting 
liquidity in the housing capital markets. 

In sum, our consumer loan balances increased by 2.1 percent in the fourth quarter, 2 while 
overall personal consumption expenditure in the country decreased by 2.3 percent over the 
same period. That is to say, we lent more even as consumers cut back on their spending during 
the quarter. 3 

JPMorgan Chase's lending volumes in the fourth quarter are especially significant in light of the 
continued deterioration of the economy in the U.S. and globally and a steep decline in demand 
for credit. The stock market is down 21 percent since the passage of the Emergency Economic 
Stabilization Act, the United States lost 1.5 million jobs in the fourth quarter, and home values 
have continued to fall. This dismal picture is reflected in business and consumer sentiment: 
confidence of small businesses has eroded steadily to the lowest level on record since 1908; 
surveys of investor sentiment show investor confidence has fallen to half the level seen early 


1 New commitments and renewals 

2 $483B vs. $473B 

3 Source: our supplement for our loans and the Bureau of Economic Analysis for U.S. Personal 
Consumption Expenditure. 
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last year; and consumer confidence levels as reported by the Conference Board have 
plummeted over the course of 2008 from 91 to 38. 

In short, banks like JPMorgan Chase are continuing to lend in this environment. The significant 
tightening of credit that we have all seen over the last several months must be understood in 
the wider context of the overall credit markets. Nonbank lenders, such as money market funds 
and hedge funds, constitute 70 percent of our nation's credit markets --providing credit, for 
example, through their holdings in commercial paper. Understandably, as their own investors 
have pulled back, these institutions have done the same, either by not extending any credit or 
by dramatically shortening the duration of the commercial paper they are willing to purchase. 
The result has been a further tightening of liquidity in the financial markets. 


Keeping families in their homes 

At JPMorgan Chase, we are not only continuing to lend; we are also at the forefront in doing 
everything we can to help families meet their mortgage obligations and keep them in their 
homes. Even before the current housing crisis began, we had undertaken foreclosure 
prevention efforts designed to do just that. We believe that it is in the best interests of both 
the home owner and the mortgage holder to take corrective actions as early as possible - in 
some cases even before default occurs. Our foreclosure prevention efforts include both the 
$330 billion of loans that we own and the $1.1 trillion investor-owned loans that we service. We 
expect to help avert 650,000 foreclosures by the end of 2010. We have already helped prevent 
more than 330,000 foreclosures and have done so in a way that averts re-default by achieving 
long-term, sustainable mortgage payments. 

We are well underway to implementing the commitments we made in announcing this 
foreclosure prevention plan. In particular, we have: 

• Delayed starting foreclosure on over $22 billion of Chase-owned mortgages held 
by more than 80,000 homeowners so that Chase could review those mortgages 
for possible modification. 

• Commenced mailing proactive modification offers to borrowers of Chase-owned 
loans at imminent risk of default. 

• Selected sites for 24 Chase Homeownership Centers in areas with high mortgage 
delinquencies where counselors can work face-to-face with struggling 
homeowners. We will have 14 centers - 9 in California and 5 in Florida - open 
and serving borrowers by the end of the month and the remaining 10 by the 
end of next month. 

• Added 300 new loan counselors to provide better help to troubled borrowers, 
bringing the total number of counselors to more than 2,500. 

• Initiated an independent review process to ensure each borrower was 
contacted properly and, if and as appropriate, offered modification prior to 
foreclosure. 

• Developed a robust financial modeling tool to analyze and compare the net 
present value of a home in foreclosure to the net present value of a proposed 
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• Worked to help establish a non-profit clearinghouse to join Chase and other 
lenders who want to donate or sell at a discount their owned real estate to non- 
profit and government agencies that can use these properties. 

• Worked with Fannie Mae and Freddie Mac to implement their new Streamlined 
Modification Program for borrowers at least 90 days delinquent; we have 
mailed more than 28,000 letters in the past several weeks. 

We believe that programs like ours are the right approach for the consumer and for the stability 
of our financial system as a whole. We would urge that the Administration adopt a uniform 
national standard for such programs and otherwise do whatever it can to ensure that sensible 
modification efforts short of bankruptcy are undertaken as broadly and consistently as possible. 


Compensation policies aligned with long-term performance 

I know that many Americans are concerned about compensation practices across the financial 
services industry - and I think some of those concerns are quite legitimate. At JPMorgan Chase, 
we have long adhered to compensation practices that were designed to reward long-term 
performance, not just revenues, and aimed to align employee and shareholder interests. Before 
the TARP program was conceived, we used a multi-year approach to compensation, weighed 
risk management as part of our performance evaluations, had a bonus recoupment policy 
beyond that required under Sarbanes-Oxley, and did not use golden parachutes or many other 
perquisites. We have always paid a significant percentage of our incentive compensation in 
stock (50 percent for our most senior management group) and require this group to hold 75 
percent of their stock until retirement. 

And for us, incentive compensation is not a perquisite given exclusively to senior officers and 
investment bankers. It is part of our regular compensation given to employees across the firm, 
including retail branch and credit card personnel, technology experts, and compliance and 
support professionals. Each employee is paid based on a combination of individual 
performance, business unit performance and the performance of the firm as a whole. 

I took no bonus for 2008 in any form, cash, stock, or options. I judged that it was appropriate 
for me, as the leader of a major financial firm in the current environment, to forgo a bonus last 
year. Many of our employees took significant cuts in compensation, and the more senior 
executives took the larger percentage cuts. For our most senior management group, incentive 
compensation declined more than 60 percent. For the Firm as a whole, average incentive 
compensation per employee was down 38 percent. (Average cash incentive compensation was 
down by 43 percent.) This is true even though, during one of the most tumultuous periods our 
economy has ever experienced, we earned a profit in every quarter and executed the Bear 
Stearns and Washington Mutual transactions. Our employees worked harder than ever and 
performed admirably for the company and for clients under enormously challenging conditions 
in 2008. I believe the compensation we paid them was appropriate. 


State of the Financial Industry 
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Before I conclude, I should address the Committee's request for comment on the state of the 
financial industry. These are obviously challenging times. The government, in my view, has 
taken bold and necessary steps to keep this crisis from becoming something that none of us 
would want to imagine. Congress will be tackling many more challenges in the months ahead 
and we stand ready to work with you on the range of issues confronting the financial services 
sector and our economy as a whole. One issue I do want to touch on briefly is the need for 
regulatory modernization. For in my view, long-term recovery will elude the financial industry 
unless we modernize our financial regulatory system and address the regulatory weaknesses 
that recent events have uncovered. 

The ongoing financial crisis has exposed significant deficiencies in our current regulatory system, 
which is fragmented and overly-complex. Maintaining separate regulatory agencies across 
banking, securities and insurance businesses is not only inefficient, but also denies any one 
agency access to complete information needed to regulate large diversified institutions 
effectively and maintain stability across the financial system. It also results in uneven and 
inequitable regulation of similar activities and products across different institutions. 

I am in complete agreement with Chairman Frank that Congress and the President should move 
ahead quickly to establish a systemic risk regulator. In the short-term, this would allow us to 
begin to address some of the underlying weaknesses in our system and fill the gaps in regulation 
that contributed to the current situation. 

As part of a longer-term modernization discussion, we stand ready to work with Congress and 
others to think through any number of complex issues. But waiting for the larger debate over 
regulatory reform to play out could take months. Every credible regulatory modernization plan 
includes the creation of a systemic risk regulator, and everyone agrees that this needs to be 
done - and done right away. I hope Congress will act to get this critical building block in place. 


Conclusion 

There are tremendous challenges facing the financial services industry and the American 
economy. I look forward to working with this Committee to address those challenges, to help 
find solutions to our current economic problems, to keep American families in their homes and 
to begin to restore confidence in our financial markets. 
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Mr. Chairman, Mr. Bachus, Members of the Committee. My name is Bob Kelly and 
I’m Chairman and CEO of The Bank of New York Mellon. I appreciate the 
opportunity to speak with you about our participation in the Capital Purchase Program. 
I’d like to briefly tell you about our Bank, explain how we came to participate in the 
program, and tell you how we’re using the capital we received to help expand the flow 
of credit in this extraordinarily difficult environment. 

The business model of The Bank of New York Mellon is very different from a 
traditional retail or commercial or investment bank. In contrast to most of the other 
companies here today, our business model does not focus on the broad retail market or 
products such as mortgages, credit cards or auto loans. Nor do we even do typical 
lending to corporate businesses. A good way to think of The Bank of New York 
Mellon is that we are a “bank for banks.” The lion’s share of our business is dedicated 
to helping other financial institutions around the world. We invest mutual fund and 
pension monies and administer their complex “back-office” processes. We call that 
securities servicing. We also provide critical infrastructure for the global financial 
markets by facilitating the movement of money and securities through the markets. 
Finally, we provide some financing to other banks so they can make mortgages and 
other loans available to consumers and businesses. 


One Wall Street, 10th Floor, New York, NY 10286 



126 


Given this specialized focus, The Bank of New York Mellon was not involved with 
underwriting subprime loans or structuring the complex investments that contributed to 
the current market turmoil. At the time the Capital Purchase Program was initiated, 
The Bank of New York Mellon was a profitable, well-capitalized institution. And, we 
remain so today. 

You should know that we were profitable every quarter last year and paid over $4 
billion in income and other taxes globally. While some of our assets were invested in 
mortgage-backed securities, which have incurred some losses, these losses have been 
more than offset by our profits. And we continue to have the highest debt ratings of 
U.S. banks rated by Moody’s and the second highest rating by Standard & Poor’s. 

In October, when the Treasury allocated to us $3 billion of the $350 billion that it has 
allotted to date, the financial markets were very dangerously in total gridlock and 
deteriorating rapidly. We understood that a key goal at the time was to have a range of 
institutions, including relatively healthy companies like The Bank of New York 
Mellon, participate in the Capital Purchase Program, removing any stigma that might 
be associated with accepting Treasury capital and helping reassure the markets of the 
stability of the financial system. So, we immediately decided to participate. 

In exchange for the $3 billion investment, the U.S. government received preferred 
stock and warrants and we agreed to pay the government $150 million a year in 
dividends until we repay the $3 billion. 

Since receiving the investment four months ago, we made our first payment to the 
government and immediately put the capital to work consistent with the goals of the 
program as we understand them, which is to increase lending, restore market 
confidence and get the U.S. economy moving again. 

The $3 billion in capital that we received from Treasury has allowed us to do more 
than we otherwise could have to improve the movement of funds in the financial 
markets. 
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• We’ve purchased SI .7 billion of mortgage-backed securities and debentures 
issued by U.S government-sponsored agencies. This has helped to increase the 
amount of money available to lend to qualified borrowers in the residential 
housing market. 

• We’ve purchased $900 million of debt securities of other healthy financial 
institutions. This has helped increase the funds available for them to lend to 
consumers and businesses. 

• And, we’ve used the remaining $400 million for interbank lending to other 
healthy financial institutions. This has helped them increase their liquidity, 
funding and stability. 

These activities are consistent with our business model and are primarily in the 
secondary markets, whose proper functioning is fundamental to the flow of credit for 
the U.S. economy. By adding liquidity there, we’re helping direct lenders generate the 
funds they need to offer more loans. And, by extension, we’re helping to lower the 
cost of borrowing for consumers and corporations. 

We have not used any of these funds to pay dividends, bonuses or compensation of any 
kind, nor will we. And we have not used the funds to make any acquisitions. 

The Bank of New York Mellon recognizes the tremendous public concern about the 
TARP program. As I previously noted, when the program was conceived in early fall, 
credit markets were essentially frozen. Our nation’s financial system was on the edge 
of a precipice. We believe the capital investments, along with the many other steps 
that the Congress, the Treasury and the Fed took during the height of the financial 
crisis, have helped the markets to begin to slowly emerge from the extraordinarily 
precarious position they faced back in October. 

Nevertheless, we still have a long way to go to get the credit markets - and the U.S. 
economy - functioning properly again. Bank capital must be rebuilt, low-quality assets 
must be sold or written off, sound lending must occur and confidence in our system 
must be restored. 
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We are absolutely committed to doing our part - and working closely with the 
Congress, our regulators and our clients - to get the economy solidly back on its feet. 

As a recipient of Treasury capital and a critical part of the nation’s financial 
infrastructure, we recognize that we have a serious responsibility to the American 
people. We’ll continue to do all we can to help expand the flow of credit in this 
extraordinarily difficult environment. We are and will continue to be transparent about 
the use of these funds. And we’re focused on always retaining the public’s trust, and 
we will ensure The Bank of New York Mellon not only returns the $3 billion to the 
Treasury but also delivers a very good return on investment for taxpayers. 

Thank you. 
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Chairman Frank, Ranking Member Bachus, and members of the Committee, I appreciate 
the opportunity to be here. 

I’d like to start by making two key points: 

First, all of us at Bank of America understand the responsibilities that come with access 
to public funds. Taxpayers want us to manage our expenses carefully, and provide 
transparency about how we are putting their money to work to restart the economy. 

These expectations are appropriate, and we are working to meet them. 

Second, as we manage our business going forward, we are doing our best to balance the 
interests of customers, shareholders, and taxpayers. But the fact is, it is in all our interests 
that we lend as much as we responsibly can - maximizing credit while minimizing future 
losses. That’s how consumers and businesses can prosper. It’s how investors - including 
taxpayers - can earn returns. 

Bank of America serves more than half of all U.S. households and millions of businesses. 
We know that the health and strength of our company depends on the health and strength 
of the U.S. economy. We have every incentive to lend. And, despite recessionary 
headwinds, we are lending . In the fourth quarter alone, we extended more than $115 
billion in new credit to consumers and businesses. 

Lending is how we earn returns for our shareholders, and it’s how we build relationships 
with customers. Our capacity to lend is restrained by: (1) demand for loans; (2) credit 
quality; (3) our ability to fund loans; and (4) regulatory and rating agency demands. All 
of these factors are under tremendous pressure. 

Notwithstanding these headwinds, the new loans we made in the fourth quarter included: 

• $59 billion in commercial loans; 

• Nearly $7 billion in commercial real estate loans; 

• $45 billion in mortgages; 

• Nearly $8 billion in domestic card and unsecured consumer loans; 

• More than $5 billion in home equity products; 

• About $2 billion in consumer Dealer Financial Services (auto, marine, RV loans). 

• And nearly $1 billion in new credit to more than 47,000 new Small Business 
customers. 

We also reaffirmed three ten-year, nationwide goals that are critical to the health of our 
communities: $1.5 trillion for community development lending; $2 billion in 
philanthropic giving; and $20 billion in lending and investments to support 
environmental sustainability. 

Bank of America has received investments of senior preferred stock from the Treasury 
under the TARP program, and is also receiving additional support in order to facilitate 
the acquisition of Merrill Lynch. This government support has been crucial in allowing 
us to continue all the lending I have just described. With capital markets still frozen. 
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there is simply no ready substitute for government support of this size, and so in its 
absence, our only choice would be to lend less and thereby shrink our balance sheet. 

Certainly, credit conditions have tightened, as they always do in a recession, and 
particularly after what everyone recognizes as a period of lax credit standard. But make 
no mistake: We are still lending, and we are lending far more because of the TARP 
program. 

As I mentioned, we understand the special responsibilities that come with any investment 
of public funds into a private company, including financial accountability and operational 
transparency. Taxpayers have invested in our company, and they deserve to know what 
return they are making on their investment, and when it will be paid back. We will make 
our first dividend payment to the Treasury of more than $400 million next week, and we 
will pay the Treasury, and ultimately taxpayers, about $2.8 billion in dividends alone for 
the year. We intend to pay all the TARP funds back as soon as possible. 

Taxpayers also deserve to know how their funds are being used to support our economy. 
To that point, we recently announced that we will make a full report regularly to the 
public with information about our business activities in ten categories that are important 
to the nation’s economic recovery, including consumer and commercial lending, 
foreclosure mitigation and others. 

I believe this initiative will help with transparency, and I have attached at the bottom of 
these remarks the text of our announcement of this initiative, including examples in each 
category of the actions we’re taking to spur the economy. 

But the frequently asked question of how exactly we are using TARP funds is tougher 
than it sometimes seems. 

The U.S. government invested $15 billion in TARP funds in Bank of America in the form 
of preferred stock; Merrill Lynch agreed to accept another $10 billion, and the 
government provided an additional $20 billion to enable the closing of our transaction 
with Merrill Lynch. As with money provided by private investors, that investment allows 
us to make loans and investments to people, businesses and organizations. 

As a practical matter, we cannot tell you whether the next loan we make is funded by that 
$45 billion of TARP preferred stock, or our approximately $32 billion of preferred stock 
placed with other investors, or the approximately $163 billion of common equity that we 
hold, or the remaining approximately $2.2 trillion of other obligations that make up our 
balance sheet. But the bottom line is that we arc lending significantly more with that 
preferred stock investment than we would be without it. 

As I said, we made $115 billion in new loans in the fourth quarter - $100 billion more 
than we had received in TARP funding at that time. That is probably the best answer to 
what we are doing with the TARP money. But it’s obviously not the whole story. 
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The real issue, I believe, is this: taxpayers feel, and rightly so, that if a bank is having 
sufficient trouble to require public support, all its financial decisions should signal a 
conservative, sober and frugal approach to the financial health of the company. 

The real debate is about what business activities are appropriate for a company that 
receives an investment from the federal government. In some cases, I think public 
judgments on this question have been right on. There has been no shortage of examples 
of executives or companies spending money in ways that did not have a direct benefit to 
the business. In other instances, 1 think banks have been criticized for activities that, in 
fact, have very serious, and very effective, business purposes. Marketing activities, which 
drive sales and business growth, are just one example. 

I will simply say this: We know that the public will not always agree with our decisions. 
But Bank of America has for years been the most financially efficient bank with our 
business mix in the country. We have a hard-earned reputation for frugality, not 
extravagance. When we compensate associates, engage in marketing and advertising 
campaigns, or invest in green building technologies, we do so to grow our business, 
enhance profitability and generate returns for investors. 

That includes the investors that are the focus of this hearing: U.S. taxpayers. 

Our core business is strong - even in the midst of a recession, we earned more than $4 
billion last year. Even so, that performance was disappointing, and I therefore 
recommended to our board of directors - and they agreed - that we would pay no year- 
end compensation to me or any of our most senior executives for 2008. Executives at the 
next tier down had their year-end incentive payments cut by an average of 80%. 

We also made cuts on a progressive basis - meaning that higher ranking managers with 
larger incentive targets took progressively larger hits in relation to more junior associates. 
But even lower-ranking and lower-paid associates took significant hits this year, as you 
would expect in this environment. This includes many people who worked desperately 
hard last year. . . and who produced excellent business results. 

While difficult, these cuts make possible more of the activities that will help drive 
economic recovery. More jobs saved, and fewer layoffs. Sustained community support. 
More loans. 

The financial services industry is undergoing wrenching change. One thing we know is 
that we will be a smaller industry. And that’s not a bad thing. Obviously, the rapid 
growth of our industry in recent years was overdone. Now is a good time to remind 
ourselves that we play a supporting role in the economy — not a lead role. Our job is to 
help the real creators of economic value - people who make things, and people who use 
them - get together and do business. We bankers should find some humility in that. 

This also is a time for getting out there in the marketplace and making every good loan 
we can find, to boost the economy and do our part to restore confidence to the markets. 
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It’s a time for determination in the face of our generation’s greatest economic challenge. 
Thank you. 
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Mr. Chairman, Ranking Member Bachus and members of the Committee, thank 
you for inviting me to testify today regarding the participation of State Street 
Corporation (“State Street”) in the Treasury Department’s Capital Purchase 
Program (“CPP”). 

State Street appreciates the extraordinary support that taxpayers have provided 
the financial services industry, and we are pleased to have the opportunity to 
describe our use of the taxpayers’ investment. 

The Committee’s letter of invitation requested information about our understanding 
of the purpose of the CPP investment, our planned and actual use of CPP funds, 
our tracking of the use of CPP funds and our adoption of various conditions related 
to these funds, particularly for executive compensation. Our response to these 
questions, along with additional background on State Street and its role in the 
financial system, follows below. 

State Street’s Role in the Financial System 

State Street provides investment servicing and investment management services 
to institutional investors, including pension funds, mutual funds, endowments, 
foundations and other collective investment pools. Unlike more traditional banks, 
we do not directly provide ordinary retail banking services, including mortgages, 
credit cards, or other consumer credit, nor do we engage in investment banking 
activities. Our loan activity primarily relates to the provision of credit and liquidity to 
our core customer base of institutional investors. 

Our two lines of business, Investment Servicing and Investment Management, 
provide products and services including custody, recordkeeping, daily pricing and 
administration, shareholder services, foreign exchange, brokerage and other 
agency trading services, securities finance, deposit and short-term investment 
facilities, loan and lease financing, investment manager and hedge fund operations 
outsourcing, performance, risk, and compliance analytics, investment research and 
investment management, including passive and active U.S. and non-U.S. equity 
and fixed-income strategies. Our core business, which can generally be described 
as “back-office” or “middle-office” in nature, generally results in a risk-profile lower 
than that of investment or commercial banks. 

While our customer relationships are with institutional investors, our services 
indirectly benefit the millions of retirees, mutual fund investors and other individuals 
participating in these collective investments. Our role enables the investment 
process to run smoothly and as intended, ultimately allowing our customers' 
customers — individual citizens with savings — access to their investments when 
they need it. 

With $12.04 trillion in assets under custody and $1.44 trillion in assets under 
management at December 31 , 2008, State Street operates in 27 countries and 
more than 100 geographic markets worldwide and employs 28,275 individuals 
worldwide. 
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Even in last year’s challenging environment. State Street was profitable in all four 
quarters of 2008. We achieved a 28% increase in revenues and a 25% gain in 
earnings per share versus strong financial results in 2007. We also expect to be 
profitable in 2009. 


Our Understanding of the Purpose of CPP investment 

State Street is one of the original nine banks invited by former Treasury Secretary 
Paulson to a meeting in Washington, DC on October 13, where we were each 
asked to participate in the CPP. I consulted with our Board of Directors, and we 
agreed to participate. As a result, on October 28th, we issued preferred stock and 
warrants to Treasury, in exchange for a $2 billion investment in State Street. 

We believe we were asked to become one of the nine original CPP banks due to 
our unique and critical role in the financial markets. We are a large custodian and 
asset manager and provide services to an institutional investor customer base. 

State Street is an important source of credit, liquidity and stability to the financial 
system. Much of the credit and liquidity we offer is provided on a temporary basis, 
to cover our customers' short-term trade settlement and redemption needs. We 
believe our use of the CPP investment should support these core functions of our 
business model. 

State Street’s Use of the CPP investment 

The Committee’s invitation letter requests information regarding both our “planned 
use” of the CPP investment prior to receipt and our actual use of the CPP funds. 
Due to the circumstances of our involvement in the CPP described above — we 
were unaware of the program until asked to participate — we had no “planned use” 
prior to our acceptance of the funds. It was only after we committed to participate 
in the program at the October 13 Treasury meeting that we began developing 
plans to use the CPP investment consistent with the objectives of the Emergency 
Economic Stabilization Act (“EESA”). 

Even prior to the government’s CPP investment, however, we have been an 
important source of stability for our customers throughout the recent market 
turmoil. For example, we significantly increased our provision of liquidity and credit 
to our core institutional investor customer base following the collapse of Lehman 
Brothers in September 2008. 

State Street is using the $2 billion government investment to add to our ability to 
provide credit, liquidity and stability to the financial system. 


Specifically, the government’s $2 billion investment has strengthened our capital 
base, which, in turn, increases our lending capacity. 
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Following our commitment to participate in the CPP, I set a goal with our Asset and 
Liability Committee to deploy this additional capacity by increasing our credit and 
liquidity facilities to our customers by $2 billion. Since mid-October, we have 
approved more than $1 .5 billion of these new facilities, and, given our strong 
pipeline, we expect to reach the $2 billion goal soon. 

We hold additional capacity in reserve, so that our mutual fund and pension fund 
customers can borrow for their short-term liquidity needs as they arise, due to 
redemption requests, trade fails and other market-driven events. The level of 
utilization of this type of lending capacity fluctuates considerably in line with market 
volatility, fund flow activity and other factors. We saw, for example, substantial 
increases in demand for credit following the Lehman collapse, and we generally 
expect high levels of demand for credit during periods of market instability. 

We have not used CPP funds for employee compensation, payment of dividends 
to investors, lobbying expenses, or acquisitions of other financial institutions. 

Accountability and Transparency 

We understand and agree with the Committee’s focus on accountability and 
transparency in the use of CPP funds and have responded promptly and openly to 
all Treasury and Congressional requests for information. 

Internally, we are tracking our use of CPP funds through our Asset and Liability 
Committee, which meets monthly. 

We recently reported on our fourth quarter use of CPP funds through the new 
Treasury Department system, and will, of course, respond similarly to other 
applicable regulatory reporting systems which may be developed. 

Executive Compensation 

As noted above, State Street has not used CPP funds for employee compensation. 

We have implemented all applicable EESA executive compensation restrictions 
and requirements, including those related to “clawbacks’’ of incentive 
compensation based on materially inaccurate information, limitations on "golden 
parachute” payments and limitations on the tax deductibility of senior executive 
compensation in excess of $500,000. In January, our Executive Compensation 
Committee met with our senior risk officers. This group reviewed incentive 
compensation arrangements of our senior executive officers to ensure such 
arrangements do not encourage unnecessary and excessive risk-taking, and 
authorized the inclusion in our proxy statement of the related required certification. 

Additionally, in recognition of the unprecedented circumstances the industry is 
facing at this time, I am forgoing my incentive compensation for 2008, as are six 
other members of our leadership team. We are also taking a number of additional, 
related steps, including an across-the-board, company-wide salary freeze for 2009 
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and an approximately 50% reduction in incentive compensation for all officers, a 
group which includes all but our most junior employees. 

Conclusion 

The continued, unprecedented disruption in the financial markets has had a 
significant effect on our customers and the communities in which we do business, 
as well as on State Street, its shareholders and its employees. We believe that our 
use of the CPP funds follows the intent of Congress in enacting the EESA, is 
consistent with our agreement with Treasury and aligns with our business model 
and role in the financial markets. 

We appreciate the consideration and efforts of Congress, together with Treasury, 
the Federal Reserve, the FDIC and other regulators, to restore stability to our 
financial markets, and we look forward to our continued participation in this effort. 

Once again, thank you for inviting me to testify today. I would be pleased to 
answer any questions. 
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Mr. Chairman, Ranking Member Bachus, Members of the Committee. My name is John 
Mack, and I’m the Chairman and CEO of Morgan Stanley. I appreciate the opportunity to 
speak with you today about our role in the TARP program and how we’re using capital to 
help address the credit crunch squeezing the American economy. I’ll also discuss some of 
the changes we’re making at Morgan Stanley as well as broader reforms we would urge to 
restore confidence in our industry and the markets. 

The events of the past months have shaken the foundation of our global financial system. 
And, they’ve made clear the need for profound change to that system. At Morgan Stanley, 
we’ve dramatically brought down leverage, increased transparency, teduced our level of 
risk and made changes to how we pay people. 

We’ve maintained a high level of capital throughout this crisis. Before the TARP 
investment, our Tier- 1 capital ratio - a key measure of regulatory capital - was 
approximately 1 5%, one of the highest in the industry. We also delivered positive results 
for our shareholders in 2008. 

But we didn’t do everything right. Far from it. And make no mistake: as the head of this 
firm, I take responsibility for our performance. 

I believe that both our Firm and our industry have far to go to regain the trust of taxpayers, 
investors and public officials. As a recipient of an investment from the U.S. government, 
we recognize our serious responsibilities to the American people. It’s our goal and our 
desire to repay the taxpayers in full as soon as possible. 
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Morgan Stanley’s business - in contrast to some of our peers - has always been focused 
primarily on institutional and corporate clients. And our business model is less about 
lending than about helping companies raise debt and equity in the capital markets. 

Between October and December, we increased the total debt raised for clients as lead 
manager nearly four-fold. Indeed, during the fourth quarter, we helped clients raise $56 
billion in debt to invest in their businesses, including leading American companies like 
Pepsi and Time Warner Cable. We also helped clients raise $40 billion in equity to fond 
their businesses, including a major capital raise for GE. And, we made $10.6 billion in new 
commercial loans. In our much smaller retail business, Morgan Stanley made $650 
million in new commitments to lend to consumers during the last three months of 2008. 

I’ve told you how we’re putting TARP capital to work. And, we also are filing monthly 
reports with Treasury detailing the use of our capital. But I should also tell you what we 
haven’t done with the TARP funds. We have NOT used it to pay compensation - nor did 
we use it to pay any dividends or lobbying costs. 

I know the American people are outraged about some compensation practices on Wall 
Street. I can understand why. I couldn’t agree more that compensation should be closely 
tied to performance. At Morgan Stanley, the most senior members of the firm, including 
myself, didn’t receive any year-end bonus in 2008. I didn’t receive a bonus in 2007 either. 
And, I’ve never received a cash bonus as CEO of Morgan Stanley. The only year-end 
compensation I’ve ever received was paid in Morgan Stanley equity - so my interests are 
aligned with shareholders. We also were the first U.S. bank to institute a “clawback” 
provision that goes beyond TARP requirements, It allows us to reclaim pay from anyone 
who engages in detrimental conduct or causes a significant financial loss to our Firm. And, 
we’re tying future compensation more closely to multi-year performance. 

We have much work to do in our industry - and across the markets. Real problems remain 
that are preventing economic recovery. We need to find ways to increase lending and 
restore consumer and market confidence. Perhaps most importantly, we need to enact 
reforms to address the more fundamental issues laid bare by the recent turmoil: 
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• First, we need fundamentally improved systemic regulation. Our fragmented regulatory 
structure simply hasn’t kept pace with increasingly complex and global markets. I agree, 
Mr. Chairman, with your proposal to create a systemic risk regulator. 

• Second, we need greater transparency in our financial markets both for investors and 
regulators. To regain trust in the markets, investors and regulators need a fuller and 
clearer picture of the risks posed by increasingly complex financial instruments and 
contracts. 

Morgan Stanley shares your desire to restore faith in our financial markets and get the 
American economy going again. We know that won’t be easy. And, we know it will take 
time. But we’re committed to working closely with you - as well as our regulators and 
other market participants - to achieve these important goals. 

# # # 
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Mr. Chairman, Ranking Member Bachus, Members of the Committee. I am 
Vikram Pandit, Chief Executive Officer of Citigroup, and I want to thank you for 
the opportunity to represent our Company here today. 

Americans from all walks of life are facing crippling economic hardship. 
Foreclosures, lost savings and widespread layoffs are having a devastating 
impact on millions of Americans and thousands of communities. Institutions, 
both public and private, are searching for ways to respond to this crisis. 

Against that backdrop, the American people are right to expect that we use 
TARP funds responsibly, quickly and transparently to help American families, 
businesses and communities. They also have a right to expect a return on this 
investment. As difficult as the decision to provide TARP funding was for 
Congress, I intend to make sure that when it comes to Citi, you will look back on 
it and know it was the right decision for our nation's economy and for American 
taxpayers. 

Last week, we published this report that describes exactly how we are using 
TARP funds to expand the flow of credit. We have posted the report online, and 
we will update it each quarter. 

In late December, utilizing TARP capital, we authorized our line businesses to 
provide $36.5 billion in new lending initiatives and other new programs. These 
programs are expanding mortgages, personal loans and lines of credit for 
individuals, families and businesses and creating liquidity in the secondary 
markets. Our TARP report explains these efforts in detail, and I would ask to 
submit it as an addendum to this testimony. 

More generally, in the fourth quarter of 2008, we provided more than $75 billion 
in new loans to U.S. consumers and businesses — a significant commitment given 
the difficult economic environment. We will continue our lending activities 
throughout 2009, in a responsible and disciplined manner. 

Since the start of the housing crisis in 2007, we have worked successfully with 
approximately 440,000 homeowners to help them avoid foreclosure. We also are 
adopting the FDIC's streamlined model for post-delinquency loan modification 
programs. In the last year, we have kept approximately four out of five 
distressed borrowers whose mortgages we service in their homes. We have 
extended our foreclosure moratorium to help' millions of other eligible 
homeowners whose mortgages we service. And we continue to reach out to 
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homeowners who may be experiencing financial difficulty, despite being current 
on their payments. 

Through the efforts I have outlined, we are committed to doing the right thing by 
supporting American businesses and helping families stay in their homes. 

Equally important, we are committed to providing the American public with a 
return on its investment in Citi. We will pay the U.S. Government $3.4 billion in 
annual dividends on that investment. Our goal, my goal, is to make this a 
profitable investment for the American people, as soon as possible. 

The best way for us to make this happen is to strengthen our Company and 
return to profitability. When I was asked to become CEO a little more than a year 
ago, I demanded accountability. I removed the people responsible for Citi's 
financial distress; I formed a new management team; I restructured the 
Company; I streamlined our core businesses; and I installed new risk processes 
and risk personnel. And I continue to make the tough and necessary decisions 
every day. 

Mr. Chairman, the world is changing very fast and we need to acknowledge and 
embrace this new world very quickly. We understand that the old model no 
longer works and the old rules no longer apply. 

Our responsibility is to support the recovery of our financial system and to benefit 
our shareholders. I pledge that we will continue to do everything we can in that 
regard at this critical moment in our Company’s — and our nation's — history. We 
will hold ourselves accountable for what we do, and that starts with me. I am 
personally accountable: My goal is to return Citi to profitability as soon as 
possible. 

I appreciate the Committee's attention, and I am happy to answer any questions. 

### 
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A MESSAGE FROM VIKRAM PANDIT 

CHIEF EXECUTIVE OFFICER, CITI 


The United States Government has made a significant investment in major financial 
institutions, including Citi, under the Troubled Asset Relief Program (TARP). Citi 
understands that TARP is about helping the American people, and supporting U.S. 
businesses and our communities. Our responsibility is to put these funds to work quickly, 
prudently, and transparently to increase available lending and liquidity. 

This report is the first that we will publish about the activities we are undertaking in 
connection with the TARP program. It also explains the many other steps Citi is taking to 
assist American families and individuals who face financial hardship or are at risk of losing 
their homes. 

We will update this report each quarter, following our quarterly earnings announcement, and 
it will be posted at www.citiaroup.com . 

Separately from our initiatives under TARP, Citi continues to lend to clients and customers 
as part of our ongoing business. In the fourth quarter of 2008, we extended approximately 
$75 billion in new loans to people and businesses in the United States. 

Shortly after Citi received TARP capital late last year, we created a Special TARP Committee 
of senior executives to approve, monitor and track how we use it. The Committee has 
established specific guidelines, which are consistent with the objectives and spirit of the 
Treasury investment program. 

We will use TARP capital only for those purposes expressly approved by the Committee. 
TARP capital will not be used for compensation and bonuses, dividend payments, lobbying 
or government relations activities, or any activities related to marketing, advertising and 
corporate sponsorship. 

In the fourth quarter of 2008, the Committee considered numerous proposals and authorized 
initiatives to deploy $36.5 billion across five areas to help expand available credit for people 
and businesses and support the recovery of the U.S. economy. 

These investments, combined with the wide range of other initiatives detailed in this report, 
are central to Citi’s effort to address the pressures on individuals, families and businesses 
created by this very difficult economy. 

In this first stage, we are putting capital to work in the following areas: 

■ U.S. residential mortgage activities {$25.7 billion) 

■ Personal and business loans ($2.5 billion) 

■ Student loans ($1 billion) 

■ Credit card lending ($5.8 billion) 

■ Corporate loan activity ($1 .5 billion) 
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We also continue to focus on supporting the U.S. housing market: 

■ Since the start of the housing crisis in 2007, we have worked successfully with 
approximately 440,000 homeowners to avoid potential foreclosure on combined 
mortgages totaling approximately $43 billion. Last year, we kept approximately four 
out of five distressed borrowers with mortgages serviced by Citi in their homes. 

■ We are adopting the FDIC’s streamlined model for post-delinquency loan 
modification programs. And, through the Citi Homeowner Assistance Program, we 
continue to reach out to families and individuals who may be experiencing some form 
of economic stress despite being current on their payments. 

■ We are also continuing our foreclosure moratorium for eligible borrowers with Citi- 
owned mortgages who work with us in good faith to remain in their primary residence 
and have sufficient income to make affordable mortgage payments. 

> To ensure that our efforts have the broadest possible impact, Citi has worked with 
investors and owners of more than 90 percent of the 4.3 million mortgages we 
service - but do not own - so that many more qualified borrowers can also benefit 
from this moratorium. 

In addition, as municipal bond underwriters, we are working with state and local governments 
to help them in these difficult times, and we continue to help U.S. corporations find sources 
of new capital to fund their businesses through our underwriting of debt and equity offerings. 

The Government, on behalf of American taxpayers, has invested in Citi. We have an 
obligation to repay that confidence in ways that go well beyond the $3.41 billion that Citi will 
pay the Government each year in dividends associated with its TARP investment and a 
separate loss sharing agreement. 

We will continue to work in partnership with the Government to help put the economy back 
on track. As we work to expand the flow of credit and as confidence begins to return to the 
financial system and the U.S. economy overall, we will continue to evaluate our use of TARP 
capital to help ensure that we deploy it appropriately. We look forward to updating you after 
the end of the first quarter. 


Vikram Pandit 

Chief Executive Officer 

Citi 
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I. TARP PROGRAM ACTIVITIES Cl tl 


a. Putting TARP Capital to Work 


Since October 2008, the U.S. Government has made a significant investment in major 
American financial institutions, including Citi. The Treasury’s $45 billion investment in 
Citi has helped to strengthen our capital ratios, so we are better able to fund new 
lending initiatives in support of the U.S. economy, homeowners and businesses. 

Following is a summary of Citi's actions to date regarding our use of TARP capital. 

■ In early November 2008, Citi created a Special TARP Committee (the 
“Committee") of senior executives, which meets frequently to review and approve 
the use of all TARP capital under clear 

guidelines. 

The Treasury's $45 billion 

■ As a first step, Citi used $10 billion in investment in Citi has helped 

November to purchase pools of to strengthen our capital 

mortgages secured by Fannie Mae, the ratios, so we are better able to 

government-sponsored housing finance fund new lending initiatives in 
agency, to help provide liquidity to the support of the U.S. economy, 
secondary market at a time when Fannie homeowners and businesses. 

Mae’s funding costs had increased 

significantly. 

- This initial investment will mature in February 2009, when Citi will be able to 
redeploy the funds for other primary lending or secondary market activities. 

* In the fourth quarter of 2008, the Committee considered proposals related to 
TARP totaling $51 .2 billion. The Committee has authorized initiatives to deploy 
$36.5 billion across five areas of activity in ways that help expand available credit 
for people and businesses and support the recovery of the U.S. economy. 

- The initiatives the Committee has approved so far are divided more or less 
evenly between primary lending and secondary markets activity, which are 
explained later in this section. Both of these sectors play an important role in 
the overall flow of credit in the U.S. economy. 

Some of our new initiatives are already under way, although it is important to note that 
new primary lending programs take time to roll out, and depend on factors that include 
loan demand, which declined substantially during the quarter and remains weak. 

The initiatives, which total $36.5 billion, are as follows: 


6 
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1. U.S. residential mortgage activities ■ $25 . 7 billion 

Citi is investing a total of $10 billion in securities backed by various types of conforming 
mortgages guaranteed by the government-sponsored housing finance agencies Fannie 
Mae and Freddie Mac. 

* Citi is investing $5 billion of the total in 1 5-year fixed rate mortgages. The 
remaining $5 billion is divided evenly between mortgages whose interest rates 
adjust after three or five years. 

■ By investing in these securities in the secondary markets, we are helping to 
expand the flow of credit to people by providing liquidity to lenders who need to 
replenish funds so that they can 
continue to originate mortgage loans. 

■ This action can also help reduce the 
cost of consumer borrowing by 
ultimately enabling originators to lower 
interest rates on new mortgages, thus 
supporting government efforts to 
restore stability to the U.S. housing 
market. 

Citi is purchasing U.S. prime residential 
mortgages in the secondary markets with a 
face value of $7,5 billion that were made to qualified borrowers, based on their credit 
histories and verifiable ability to make their monthly payments. 

• This activity will also help to expand the flow of credit to people by providing 
liquidity to lenders who need to replenish funds to make new mortgage loans. 

■ This can also help reduce the cost of consumer borrowing by ultimately enabling 
originators to lower interest rates on new mortgages, thus supporting government 
efforts to restore stability to the U.S. housing market. 

Citi is also making prime mortgage loans totaling $8.2 billion directly to families and 
individuals. 

■ These are in the form of non-conforming mortgage loans - defined as mortgages 
whose value exceeds the limits set for government-sponsored loans. These 
limits range from $417,000 to $625,500 in the continental United States, 
depending on the county. 

■ Non-conforming mortgage loans are frequently necessary in high-cost areas 
where home prices exceed the national average, even in a down market. 


The Committee has authorized 
initiatives to deploy $36.5 billion 
across five areas of activity in 
ways that help expand available 
credit for people and businesses 
and support the recovery of the 
U.S. economy. 


7 
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■ Because Fannie Mae and Freddie Mac are not required to buy non-conforming 
mortgages, interest rates are higher than on conforming loans. 

■ Non-conforming mortgages also carry a higher risk to lenders, and originations 
on these loans have fallen far more sharply than on conforming mortgages in the 
past year. 


2. Business and personal loans ■ $2.5 billion 

Citi is making $1 billion available for tailored loans to clients or businesses facing 
liquidity problems. This may include loans secured by commercial real estate, or loans 
to businesses holding securities that have become illiquid because of the credit crisis, 
such as Auction Rate Securities. 

Citi is also offering $1 .5 billion of credit to qualified customers of its consumer finance 
company CitiFinancial for personal loans to consolidate debts and meet unexpected 
expenses. 


3. Student loans - $1.0 billion 

Citi is originating student loans through the 
Federal Family Education Loan Program 
(FFELP), a public-private partnership 
created by Congress to deliver and 
administer guaranteed, low-cost education 
loans. 


The initiatives the Committee has 
approved so far are divided more 
or less evenly between primary 
lending and secondary markets 
activity. Both of these sectors play 
an important role in the overall 
How of credit in the U.S. economy. 


■ Citi expects this action will help provide needed credit for students and middle- 
and low-income parents who are finding it difficult to afford tuition. 


4. Credit card lending - $5.8 billion 

The special programs Citi is offering include expanded eligibility for balance- 
consolidation offers, targeted increases in credit lines and targeted new account 
originations, subject to Citi's customary sound lending standards. 

■ Credit cards play a critical role in helping people and businesses purchase basic 
goods and services. Based on available national economic figures, Citi 
estimates that 20 percent of total personal spending flows through credit card 
transactions, often for everyday essentials. 


8 
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5. Corporate Loan Activity - $1.5 billion 

Citi is investing $1.5 billion in commercial loan securitizations, which have historically 
been a significant buyer of secured loans to U.S. companies. 

■ This investment activity will increase demand and liquidity in the corporate loan 
market and help to strengthen the confidence of global investors, who in the past 
have been a substantial source of funding to U.S. companies. 

■ Increased investor appetite for corporate loans stimulates lending to U.S. 
companies and ultimately lowers the cost of borrowing for these businesses. 
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Approved TARP Initiatives - Q4 2008 

{In Billions) 



Corporate 

Business and Loans 
Personal 


Mortgages 


Mortgage 

Loans 


Conforming 
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b. Our TARP Guidelines 


The Department of the Treasury has made two preferred stock investments in Citi 
through the TARP program. 

The first investment, or TARP I, was a $25 billion purchase of preferred stock on 
October 28, 2008. The second investment, or TARP II, was a $20 billion purchase of 
preferred stock on December 31 , 2008. 

Also, on January 16, 2009, Citi issued $7 billion in preferred stock to the Treasury and 
the Federal Deposit Insurance Corporation (FDIC) as part of a loss sharing program 
with the U.S. government on a $301 billion portfolio of assets. All of the preferred 
securities pay dividends to the U.S. Government totaling $3.41 billion per year. 

■ The Committee has established specific guidelines which are consistent with the 
objectives and spirit of the Treasury investment program. The complete 
guidelines can be found in the Appendix to this report. 

* The use of TARP capital is being tracked, and it will not be used for any 
purposes other than those expressly approved by the Committee. 

■ Committee approval is the final stage in a four-step review process to evaluate 
proposals from Citi businesses for the use of TARP capital, risk, and the potential 
financial impact and returns. 

Citi will meet all regulatory reporting requirements associated with TARP. We will also 
update this progress report each quarter, following our quarterly earnings 
announcement, and make it public at www.citiaroup.com . 

The TARP securities purchase agreements stipulate that Citi will adhere to the following 
objectives as a condition of the Treasury's capital investment: 

• “To expand the flow of credit to U.S. consumers and businesses on 
competitive terms to promote the sustained growth and vitality of the U.S. 
economy. " 

- “To work diligently, under existing programs, to modify the terms of 
residential mortgages as appropriate to strengthen the health of the U.S. 
housing market. ” 

Permitted Uses 

Citi’s guidelines call for TARP capital to be deployed in a prudent and disciplined 
manner consistent with Citi’s strategic objectives and the Treasury’s goal of 
strengthening the financial system in the United States and expanding the flow of credit. 
TARP capital is equity, in the form of preferred stock. It will be used exclusively to 
support investments and not for expenses, which are covered as part of our cash flow. 

11 
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Prohibited Uses 

TARP capital may not be used for any of the 
following purposes: 

■ Compensation or bonuses. 

■ Dividend payments. 

■ Lobbying or government relations 
activities. 

■ Marketing, advertising or corporate 
sponsorship activities. 

TARP capital will not be used for any purposes 
other than those expressly approved by Citi’s 
Special Committee. 


TARP is about helping the 
American people, and 
supporting U.S. businesses 
and our communities. Our 
responsibility is to put these 
funds to work quickly, 
prudently, and transparently 
to increase available lending 
and liquidity. 


■ We have not lobbied on TARP-related issues since we received TARP capital 
and will not do so. 

■ Citi's businesses are required to report back to the Committee on the activities 
for which any TARP capital was used, as well as the performance of those 
investments. 

■ The Committee reports periodically to Citi’s Board of Directors on the specific 
uses to which TARP capital has been applied. 


c. Primary Lending and Secondary Markets 


One of the biggest challenges facing governments, regulators and financial institutions 
today is how to energize the financial system in order to promote economic activity. In 
the near-term, actions need to focus on restarting the flow of credit. 


Secondary markets play a fundamental role in this process, which is why approximately 
half of the funds involved in Citi’s TARP initiatives are directed there. The following 
section explains the differences between primary lending and the secondary markets, 
and why the proper functioning of secondary markets is so important to economic 
recovery. 
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Primary Lending 

■ Primary lending refers to the money that banks and other financial institutions 
extend as credit directly to people and businesses, as well as to state and local 
governments, and other borrowers. 

■ Common forms of primary lending include mortgages on residential and 
commercial real estate, personal loans, credit card lines, student loans, lines of 
credit which businesses use to fund their day-to-day activities and pay suppliers 
and workers, and loans that businesses use to expand and grow. 

• Rates of interest on primary loans are governed by a number of factors. They 
include the level of the benchmark federal funds rate set by the Federal Reserve, 
the amount of credit available in general, the creditworthiness of Individual 
borrowers and the risk associated with a particular loan. 

• Secured loans like mortgages are made against the underlying value of a home 
or certain commercial real estate, which is pledged against the loan as collateral. 

■ Credit cards are unsecured debt. Borrowers do not have to provide collateral to 
support a credit card line, which results in losses for credit card issuers that are 
more frequent and more severe than with secured loans. Issuers charge higher 
interest rates to support the higher credit costs associated with unsecured loans. 

Secondary Markets 

• Mortgage originators and other lenders can hold the loans they make on their 
balance sheet, or they can securitize and sell them to investors in the secondary 
market, using the proceeds to originate new loans to families, individuals and 
businesses. 

• Active secondary markets in which borrowers can transfer or sell lending assets 
provide critical support to primary lending. 

• Consumers and businesses ultimately benefit from active secondary markets 
through the lower cost of credit and the availability of primary lending funds. 

■ When confidence falls and liquidity disappears in the secondary market, as is 
now the case, the flow of credit slows and primary lending to people and 
businesses becomes more difficult and expensive to obtain. 
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Total Approved TARP Lending Initiatives = $36.5 Billion 


Primary Lending 
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II. LENDING ACTIVITY 

a. New Lending in the Fourth Quarter of 2008 



Separately from its TARP initiatives, Citi remains committed to helping commercial 


clients and retail customers find workable 
solutions that address their financial needs 
responsibly and allow them to meet their 
obligations. 

While it is the case that overall bank lending 
demand for credit both declined in the fourth 
quarter, Citi extended new loans totaling 
approximately $75 billion to customers and 
clients in the U.S. 


A company in New York state with 
10 employees that manufactures 
home gardening supplies came to 
and us for a $1 50,000 loan and a 

$100,000 credit line to bring a new 
product to market. The funding is 
being used to expand the 
business. 


Citi's U.S. deposits at the end of the fourth 

quarter were $289.8 billion, meaning that approximately every four dollars we held in 
U.S. deposits supported one dollar of new lending initiatives. 


■ Citi continues to lend responsibly to individuals based on their creditworthiness. 
Factors we consider in reviewing loan applications include a borrower’s ability to 
repay, the size of a loan compared to the value of the underlying collateral, 
verifiable income, credit history and regional conditions. 

« We continue to provide loans, lines of credit and commercial real estate 

mortgages to U.S. companies, from small and medium-sized businesses to some 
of the largest employers in the country. 

> As municipal bond underwriters, Citi works every day with state and local 

governments to help them in these difficult times. We also continue to help U.S. 
corporations find sources of new capital to fund their businesses through the 
underwriting of debt and equity offerings. 
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Average Loans, Fourth Quarter 2008 = $532.6 Billion 1 



Management 


'Managed basis 


1 North America 
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Lending to Businesses and Corporations 


Citi remains engaged in helping U.S. companies of all sizes obtain the funding they 
need to run their businesses. Commercial and corporate loans, credit lines and 
mortgages help these businesses work through periods of reduced activity, pay their 
employees and suppliers, and also grow. 

TARP capital is not being used directly for these activities, but this capital does provide 
important support for Citi's ongoing efforts to meet the financing needs of our 
commercial clients. 

We continue to lend actively to small commercial companies with credit needs of less 
than $100 million through our retail branch network, and through dedicated sales and 
relationship officers. This includes a small business segment focused on servicing 
companies with credit needs of less than $250,000. 

■ Citi offers term loans, loans guaranteed by the Small Business Association, lines 
of credit, commercial mortgages and equipment financing to small businesses 
and other small commercial clients. 

■ Overall loan balances outstanding in small business and commercial banking 
have grown 22 percent to $8.9 billion in December 2008 from $7.3 billion in 
December 2007 primarily as a result of new loan originations and funding of 
previously committed lines of credit. 

■ In the small business category alone, loan balances outstanding rose over the 
same period from $950 million to $1 .29 billion. 

Here are some examples from the fourth quarter: 

• A company in New York state with 1 0 employees that manufactures home 
gardening supplies came to us for a $1 50,000 loan and a $1 00,000 credit line to 
bring a new product to market. The funding is being used to expand the 
business, which expects to increase its sales by 40 percent in 2009. 

• We extended a 10-year commercial mortgage for $1 .5 million and a revolving line 
of credit for $7 million to fund working capital needs to a wholesale distributor of 
consumer goods in New Jersey with 35 employees and sales of $164 million. 

• We extended a 1 0-year commercial mortgage for $1 million to a distributor of 
industrial supplies in New York state which employs 70 people and has sales of 
$18 million. 
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Citi works primarily with large corporate and institutional borrowers to fund expansion, 
support strategic transactions, pursue activities in the secondary market and provide 
debtor-in-possession financing for companies in bankruptcy. 

Overall lending has declined over the past year as demand for borrowing contracted 
and Citi remained judicious in its lending practices. However, in the fourth quarter of 
2008, we were the lead underwriter for U.S. syndicated loans totaling $22 billion. 

■ For the full year, Citi served as the lead underwriter for U.S. syndicated loans 
totaling $126 billion. 

Examples of our involvement included: 

■ A $1 .9 billion 364-day contingent liquidity facility for Alcoa, Inc., which the 
company put in place to provide additional backstop liquidity for its existing 
commercial paper program. 

■ A new $2 billion 364-day syndicated revolving credit facility for Abbott as a 
backstop for commercial paper. 

■ Joint lead and joint bookrunner on a $17 billion bridge loan to the Verizon 
Wireless $28 billion purchase of Alltel Corp. 


b. The Lending Environment 


In the past year, U.S. and world financial markets have been tested in unprecedented 
ways. Across the financial services industry, lending has declined markedly as banks 
work to reduce risks to their balance sheets and exposure to future credit losses 
resulting from the downturn in the housing market and the economy as a whole. 

Demand for borrowing has also fallen sharply as people and businesses reduce 
spending in the face of rising unemployment 
and the contraction of the economy. 

In this difficult environment, Citi will 
■ For example, consumer borrowing, not - and cannot - take excessive 
which includes credit card spending risk with the capital the American 
and auto loans, dropped at an annual public and other investors have 
rate of $7.9 billion in November entrusted to the company. 

2008, according to the Federal - - 

Reserve, the biggest decline in the 
65 years since the Fed began 
tracking this data. 
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■ U.S. households are also saving more money for the first time in many years. 
According to the Bureau of Economic Analysis, the personal savings rate in 
November 2008 was 2.8 percent of disposable income, four times the rate in the 
same month of 2007. 

Banks and other lenders have tightened 
access to credit and are conserving capital in 
order to absorb the losses that occur when 
borrowers default. 

• For example, Citi has seen a steady 
rise in loss rates on credit cards in the 
past year. Our net credit loss rate for 
North American cards was 8.0 
percent in the fourth quarter of 2008, compared to 5.5 percent in the fourth 
quarter of 2007. 

■ Accordingly, we have taken actions in certain high risk segments to lower the 
company's credit exposure by reducing open or unused credit lines. 

In this difficult environment, Citi will not - and cannot - take excessive risk with the 
capital the American public and other investors have entrusted to the company. 

* We will continue to adhere to our basic sound lending principles, both in our 
TARP-related activities and across our businesses, in a way that balances our 
commitment to providing support for the U.S. economy with our responsibility to 
manage risk appropriately and deliver value for investors, including the taxpayer. 


We will continue to adhere to our 
basic sound lending principles, in a 
way that balances our commitment 
to providing support for the U.S. 
economy with our responsibility to 
manage risk appropriately. 
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111. HELP FOR HOMEOWNERS AND OTHER Cltl 

BORROWERS 

a. Helping Homeowners 


Homeowner retention solutions for Citi's U.S. 
mortgage lending businesses remained favorable 
in the fourth quarter of 2008. 

■ Loss mitigation solutions outnumbered 
foreclosures completed by a ratio of more 
than six to one. 

■ Total loss mitigation actions increased 33 
percent from the third quarter of 2008 to 
the fourth quarter of 2008. 


Since the beginning of 2007, Citi 
has worked successfully with 
approximately 440,000 
homeowners to avoid potential 
foreclosure on combined 
mortgages totaling approximately 
$43 billion. 


Citi has worked with mortgage holders since the start of the U.S. housing market crisis 
to help keep them in their homes. We are working to reduce or mitigate the hardships 
many American families face and, at the same time, contain the financial losses that Citi 
itself has to confront in the event of borrower default. 


■ Since the beginning of 2007, Citi has worked successfully with approximately 
440,000 homeowners to avoid potential foreclosure on combined mortgages 
totaling approximately $43 billion. 

• In 2008, we kept approximately four out of five distressed borrowers with 

mortgages sen/iced by Citi in their homes using various home retention solutions. 

■ Citi was the first financial services company to report publicly on the impact of its 
foreclosure prevention initiatives, in its quarterly Citi U.S. Mortgage Lending Data 
and Servicing Foreclosure Prevention Efforts report - first published in February 
2008. 

As the economic downturn has continued, Citi is doing even more to help homeowners, 
and employs a variety of means to assist borrowers who are having trouble meeting 
their mortgage payments. 

■ A specially trained servicing unit works with homeowners to find long-term 
solutions and tries to ensure that, wherever possible, no borrower loses his or 
her home. 
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* We continuously evaluate our portfolios to identify those borrowers who can save 
money and reduce monthly payments, and offer them timely homeowner 
retention solutions. 

- To better meet the increased needs of at-risk borrowers and reach as many 
of these borrowers as possible, we have increased the number of staff 
dedicated to the important task of loss mitigation by more than two and a half 
times, compared with just a year ago. 

■ Citi puts a specific focus on finding long-term solutions for borrowers in need. In 
support of this, loan modification is a key tool 
in helping to prevent foreclosure. Citi has 
found modifications to be effective in helping 
borrowers avoid foreclosure. 

- In keeping with this commitment, we are in 
the process of adopting the FDIC’s 
streamlined modification program where 
the borrower is at least 60 days delinquent 
or where a long-term modification is 
appropriate. 

■ In November 2008, we announced the Citi 
Homeowner Assistance Program for families, 
particularly in areas of economic distress and sharply declining home values, 
whose mortgages Citi holds. 

- For those borrowers who may be experiencing some form of economic stress, 
although still current on their mortgages, we are deploying a variety of means 
to help them remain in their homes. 

» We are continuing our foreclosure moratorium for eligible borrowers with Citi- 
owned mortgages who work with us in good faith to remain in their primary 
residence and have sufficient income to make affordable mortgage payments. 

- To ensure that our efforts have the broadest possible impact, Citi has worked 
with investors and owners of more than 90 percent of the 4.3 million 
mortgages we service - but do not own - so that many more qualified 
borrowers will also benefit from this moratorium. 

■ In addition, in late 2008, due to failing interest rates, Citi experienced a significant 
increase in calls from borrowers seeking to refinance their mortgages. 

- To make sure we are being as effective as we can in providing practical help 
to these homeowners, we are deploying more resources to help customers 
who call about refinancing and are working with them to make their 
mortgages more affordable, 
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Citi has worked with 
investors and owners of 
more than 90 percent of 
the 4.3 million mortgages 
we service - but do not 
own - to make sure that 
many more qualified 
borrowers will also 
benefit from our 
foreclosure moratorium. 
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Loss Mitigation Actions - Serviced Loans 
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definitions. 
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b. Support for Credit Card Holders 


Credit cards play an important roie in the nation's economy by helping people and 
businesses complete transactions and pay for goods. 

■ In 2007, transactions worth $1 .9 trillion were completed in the U.S. on credit 
cards industry-wide. Currently, there are about $4.8 trillion of open credit lines in 
the United States. 

■ Based on available national economic figures, Citi estimates that about 20 
percent of all personal consumption - the engine of the U.S. economy - involves 
credit card transactions, often to purchase day-to-day essentials like groceries, 
clothing and gas. 

Citi’s primary objective, particularly in this environment, is to fund the expansion of 
credit to existing card members and target new account originations, based on their 
ability to repay their loans. 

* In 2009, Citi Cards plans to extend a significant amount of new credit to U.S. 
consumers, within Citi’s customary sound lending standards. 

■ Since receiving the first installment of TARP capital, Citi has made plans to 
expand its lending activities further and extend affordable credit to lower risk 
borrowers. 

In addition, we are rolling out new and incremental programs that will offer manageable 
terms to card members who are having financial difficulty to help them pay down their 
debt. 

* For example, Citi is offering new forbearance programs with broadened eligibility 
criteria, affecting accounts in earlier stages of delinquency. These include 
payment incentives, match payments and balance-consolidation programs that 
accelerate the reduction, or amortization, of card loans without materially 
increasing the cost to consumers. 

■ We are also marketing programs to customers who, although current on their 
accounts, may need additional help to repay their balances. We expect to ramp 
up these programs through mid-2009. 
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Citi Cards - New Entrants to Forbearance Programs 





'Primarily delinquent accounts (includes limited current accounts.) Note: Short-term programs include full/partial 
payment deferrals, reduced minimum payments, match payments; long-term programs include balance 
consolidation actions and adjustment of terms. 
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IV. CITI IN THE COMMUNITY 


a. Citi Office of Homeownership Preservation (OHP) 


Citi understands how critical affordable housing and credit are for all Americans. Since 
the start of the housing crisis, we have accelerated our efforts with our many community 
partners to help develop solutions that preserve homeownership. 

Many distressed homeowners in urban communities across the U.S. prefer to work 
directly with a third party who can help them understand the resources that are available 
to them and how to work with their lender to prevent foreclosure. 

To this end, Citi founded the Office of Home Ownership Preservation (OHP) in 2007 to 
work with counselors and borrowers to find alternatives to foreclosure, whenever 
possible. 

• Citi offers delinquent borrowers free services such as around-the-clock access to 
qualified housing counselors from non-prolit organizations. 

■ OHP has trained close to 600 counselors in more than 25 cities across the U.S. 
as part of the Citi OHP 25-City Tour. The OHP team works with local non-profit 
counseling organizations to reach 
out to thousands of at-risk 
borrowers. 

■ Through the OHP 25-City Tour, 
we have provided total grants to 
the non-profit in each city with the 
most aggressive and innovative 
foreclosure prevention outreach, 
counseling and education 
program. These grants, which 
total more than $1 million, are 
each for $50,000. They are part 
of the way we have helped local 
organizations provide distressed borrowers with broad-based financial education 
and free, on-demand non-profit counseling. 

■ In partnership with Citi’s Office of Financial Education, OHP has developed two 
curricula - one each for consumers and counselors - that provide training and 
information on financial strategies to assist homeowners. 

■ In addition, OHP has launched a Web site at www.mortaaaehelo.citi.com to help 
borrowers and counselors obtain advice and assistance via the Internet. 


“We understand that helping to keep 
people in their homes sustains a 
community. We also understand that 
good intentions and hard work make up 
only two-thirds of the solution. Citi has 
stepped up tremendously to provide the 
final third, not just in financial support 
but with their people.” - Sarah Gerecke, 
CEO, Neighborhood Housing Services of 
New York City 
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b. Partnerships in the Community 


Throughout our 200-year history, Citi has been a trusted partner in the communities in 
which we operate. Today, we remain committed to helping people make a difference in 
their communities. 

To this end, we created the Citi Dialogue program, which is an ongoing series of 
meetings that serve as forums for Citi executives and community leaders to discuss 
issues that affect underserved communities across the country. 

We take a long-term view of what is in the best interests of our clients and the 
communities in which our employees live and work. We continue to provide capital in a 
responsible way that recognizes individual aspirations. 

■ In 2008, Citi Community Capital (CCC) provided $2.8 billion in loans for 
affordable housing and community revitalization projects in locations around the 
country. 

Citi is a founding member of HOPE Now, a coalition of counselors, government, 
investors, lenders and servicers which was formed in 2007 to help find solutions to 
preserve homeownership. 

In 2008, we entered into a five-year contract to purchase up to $30 million of microloans 
made to small businesses by ACCION Texas, thereby enabling ACCION to expand its 
microfinance portfolio (already the largest in the country). 

■ In an agreement that is a first of its kind in the U.S., Citi will share the risks and 
the rewards from additional loans ACCION will make with the new funds. 

Citi is a national sponsoring partner of the NeighborWorks Center for Foreclosure 
Solutions and the Ad Council Campaign with NeighborWorks America and Housing 
Preservation Foundation (HPF). We are also a founding sponsor of the NeighborWorks 
Center for Homeownership Education and Counseling (NCHEC). 

We provide both financial and technical assistance to other local and national partners 
who are working to prevent foreclosure through counseling, education and outreach. 

■ Our partners include the Association of Community Organizations for Reform 
Now (ACORN), Neighborhood Assistance Corporation of America (NACA), the 
National Community Reinvestment Coalition (NCRC), the Consumer Credit 
Counseling Service (CCCS), and the Consumer Counseling Resource Center 
(CCRC). 

Citi established a $1 million grant and technical assistance program with the Housing 
Partnership Network and its local nonprofit partners in select cities to acquire and 
rehabilitate foreclosed properties in distressed neighborhoods. 
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Through volunteerism, our employees contribute their time and talent each day to 
causes and organizations they care about. 


■ Thousands of volunteer service hours are | n 2008, Citi Community 
spent each year making a difference in Capital (CCC) provided $2.8 

local communities through projects and billion in loans for affordable 

activities that include building homes, housing and community 

delivering food, revitalizing schools, revitalization projects in 

teaching financial education, and service locations around the country, 
on non-profit boards and advisory 
councils. 
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Through its Partners in Progress (PIP) program, the Citi Foundation 
awarded grants totaling more than $2 million to 21 local community 
development organizations in January 2009. 

These grants, each of $100,000, support innovative physical development and 
rehabilitation projects - known as “place-based initiatives” - that champion the long- 
term or large-scale revitalization of low- and middle-income communities. Examples 
of the 21 initiatives include: 

• In the Boston area, PIP grants will help support construction of 1 ,500 new 
housing units, 780,000 square feet of commercial real estate, two green-job 
centers and a new six-mile greenway of open space in the Dorchester Bay 
area; and assistance in a community planning program in Somerville for 2,000 
primarily low- to moderate-income individuals. 

■ In New York City, a PIP grant will support construction of 774 affordable 
housing units, as well as community and retail facilities and a public park, 
through the Gowanus Green Partnership. The project, at a brownfield site 
along the Gowanus Canal in Brooklyn, is expected to become a national model 
for urban community development. 

■ In Miami, a PIP grant will help Carrfour Supportive Housing, which is 
underwriting a complex of 1 45 units of new, affordable housing for formerly 
homeless families, an organic produce nursery and a farmers market retail site 
on the former Homestead Air Force Base, which closed as a result of Hurricane 
Andrew. 
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V. Compensation and Governance 

a. Executive Compensation 



This is a time of unprecedented challenges in the financial industry and one of profound 
change. An important area where Citi is changing is executive compensation. The 
principles that govern how Citi rewards our executives and employees must reflect both 
the company's performance against its objectives and the economic environment in 
which we operate. 

In light of the company’s performance in 2008, Citi’s Chairman, its Chief Executive 
Officer and its Chief Financial Officer asked not to be paid bonuses for that year. 

Other members of the Senior Leadership or Executive Committees - the top 51 people 
at Citi - received substantially reduced bonuses. 

> Members of the Executive Committee received a significantly larger proportion of 
their bonus than other employees in deferred compensation, whose ultimate 
value depends on an improvement in the company's performance. 

* For 2008, Executive Committee members also received at least 40 percent of 
their incentive compensation in the form of stock or options that have 
performance-based vesting conditions. 

Citi's executive team and Board of Directors have also conducted a thorough review of 
compensation practices. From 2009 and beyond, all compensation decisions will be 
based on the following key principles, which are consistent with our agreement with the 
U.S. Government as an investor: 


■ Compensation will vary based on two factors: the individual’s personal 
performance and the overall 
performance of the company. 


We believe in meritocracy. We will 
differentiate individual compensation 
decisions on the basis of both financial 
and non-financial performance. 

We will compensate on the basis of 
future performance as well as for past 
performance. Executive compensation 

will include a component that will vest based on future performance. 


In light of the company's 
performance in 2008, Citi's 
Chairman, its Chief Executive 
Officer and its Chief Financial 
Officer asked not to be paid 
bonuses for that year. 
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■ Citi has introduced a policy, commonly known as a "clawback" provision. This 
enables the company to recoup executive compensation that, over time, proves 
to have been based on inaccurate 
financial or other information. 


Citi has significantly amended its 
severance programs for executives. In 
particular, the top five officers listed in 
the annual proxy statement will not be 
eligible for any severance pay. 


Citi's Board of Directors 
receives periodic reports from 
the Special TARP Committee 
on the specific uses to which 
TARP capital has been applied. 


b. Corporate Governance 


Citi is committed to the highest standards of ethical conduct: we report our results with 
accuracy and transparency, and we comply fully with the laws and regulations that 
govern the company’s businesses - including our agreements with the U.S. 
government. 

■ The Board of Directors is responsible for ensuring that effective governance and 
oversight of the company's business activities benefit stockholders and other 
investors, including the taxpayer, while balancing the interests of Citi's diverse 
constituencies of customers, employees, suppliers and local communities around 
the world. 

■ Twelve of the 1 5 members of the Board are independent Directors, exceeding 
the Board's corporate governance guidelines which require that at least two- 
thirds of the Directors should be independent. 

■ Like members of Citi’s Executive Committee, Board members are barred from 
selling 75 percent of any shares they receive under the company’s equity awards 
programs for as long as they are Directors. This ties the value of the award 
directly to the value Citi is able to deliver to its shareholders through its 
performance. 

Citi's Board of Directors receives periodic reports from the Special TARP Committee on 
the specific uses to which TARP capital has been applied. Approval of TARP-related 
initiatives at Citi is governed by a four-step process to ensure careful evaluation. 

* A proposal to deploy TARP capital is first reviewed in the Citi business where it 
originated by risk management and financial professionals. The business must 
ensure that any TARP-related initiatives can be tracked. 
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■ The proposal, if cleared at the business level, then goes to Citi’s Corporate 
Financial Planning and Analysis (FP&A) group for a preliminary review of the 
financials, potential returns, assumptions and valuation. 

■ A TARP Proposal Sub-Committee, which includes Citi's Treasurer and Head of 
FP&A, serves as a control mechanism for all proposals. It undertakes a formal 
review of proposals and verifies other information, including the risk capital and 
risk-weighted assets of the investment. 

■ Proposals that clear these steps are submitted to the Special TARP Committee 
for deliberation. The Committee may accept a proposal, reject it, hold it for 
further consideration at a later time or request further information. 
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Oversight of TARP Funds 



Special TARP Committee 

Reviews and approves all new TARP 
investment requests 


TARP Proposal Sub-Committee 

Reviews all new TARP investment requests 
prior to submission to the TARP Committee 


Corporate Financial Planning & Analysis 

Receives, reviews and consolidates all investment 
submissions 


Citi Businesses 

Considerand submit proposals for TARP-related initiatives. 
Track use of TARP capital 


TARP Working 
Group 

Manages 

TARP 

workstreams, 
reviews 
information 
and handles 
documentation 
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VI. SECTION VI - OUR STRATEGY 



a. Citi's New Structure 


In order for the U.S. economy to recover and thrive, the country needs sound, 
responsible financial institutions. Over the last year, Citi has pursued a determined 
strategy to get “fit” for the future through efforts designed to reduce our balance sheet 
exposures, enhance our risk management function, reduce costs and put the company 
on a path to growth. 

Going into 2009, we recognized the need to accelerate the pace of change in order to 
put Citi on a clearer and faster pathway to 
profitability. That is why we announced on 
January 16, 2009 that the company is 
dividing into two distinct businesses with 
their own dedicated management teams: 

Citicorp and Citi Holdings. 

The objective of our new structure is to 
sharpen Citi’s focus on driving performance 
in the businesses which are central to our 
strategy, while maximizing value from “non-core" assets. This new structure will be 
reflected beginning with financial reporting for the second quarter of 2009. 

Citicorp is the relationship-focused bank to businesses and consumers - the “core" of 
Citi's businesses that the company expects to deliver high returns and high growth over 
time. 


The objective of our new structure 
is to sharpen Citi's focus on driving 
performance in the businesses 
which are central to our strategy, 
while maximizing value from “non- 
core” assets. 


■ Built on a strong foundation of more than 200 years in business and a presence 
in more than 100 countries, Citicorp is a global universal bank with deposit-taking 
capabilities and a broad range of banking services for consumer and institutional 
customers. 

* Citicorp includes the company’s Global Institutional Bank with Citi's world-class 
corporate, investment and private banking businesses, global transaction 
services and our retail banking franchise with branded credit cards, consumer 
and commercial banking services across the U.S., Asia, Latin America, Central 
and Eastern Europe and the Middle East. 

* Citicorp will have estimated assets of $1 .1 trillion, about two-thirds of which will 
be funded by deposits. 
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Citi Holdings comprises an estimated $860 billion in assets across three businesses - 
brokerage and asset management, local consumer finance and a special asset pool - 
all of which will be run with a continued focus on risk management and maximizing 
value. 

■ The company recently announced a plan to combine its Smith Barney business 
with Morgan Stanley's Global Wealth Management Group in a joint venture to 
create an industry-leading global wealth management business. Citi retains a 49 
percent ownership stake. 

■ Citi Holdings also contains local consumer finance businesses, including 
CitiFinancial and CitiMortgage in the U.S., and consumer finance operations in 
Western Europe, Japan, India, Mexico, Brazil, Thailand and Hong Kong. 

■ The special asset pool will manage the assets covered by the loss-sharing 
agreement with the U.S. government parties and other non-strategic assets. 

Citi has reduced total assets by $41 3 billion, or 1 8 percent, since our peak in the third 
quarter of 2007. Under the new structure, the company expects to build on the 
significant progress made in 2008 toward reducing non-core legacy assets by divesting 
businesses that are no longer considered central to our strategy. 

In 2008, Citi announced or completed 1 9 divestitures including: 

■ On June 30, 2008, Citi completed the sale of Diners Club International to 
Discover Financial Services. 

* On July 1 , 2008, Citi and State Street Corporation completed the sale of the 
CitiStreet joint venture, a benefits servicing business, to ING Group in an all-cash 
transaction valued at $900 million. 

* On August 1 , 2008, Citi completed the sale of CitiCapital, our equipment finance 
unit in North America, to GE Capital. 

■ On December 5, 2008, Citi completed the sale of our German retail banking 
operations to Credit Mutuel for approximately $6.6 billion. 

■ On December 31 , 2008, Citi completed the sale of Citigroup Global Services 
Limited, a business processing service, to Tata Consultancy Services Limited for 
$515 million. 

Under our new operating structure, Citi expects to further reduce operating costs 
through continued expense management and re-engineering programs. 

■ In the fourth quarter of 2008, we cut expenses by $2.5 billion, or 16 percent, 
compared with the same period of 2007, adjusted for one-time items disclosed in 
our earnings press release, as a result of our ongoing focus on cost reduction 
and re-engineering efforts. 
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VII. SECTION VII - APPENDIX 

a. Special TARP Committee Guidelines 



Special TARP Committee 
Guidelines for Use of TARP Investments 
As of January 6, 2009 

Citigroup Inc. (“Citf) is committed to using the capital received under the U.S. 
Department of the Treasury's Troubled Assets Relief Program (“TARP') in a manner 
consistent with the purposes and objectives of TARP. These guidelines set forth the 
principles and procedures for Citi’s use of the TARP investment. 

The recitals to the TARP securities purchase agreements include the following 
objectives: 

■ “To expand the flow of credit to U.S. consumers and businesses on competitive 
terms to promote the sustained growth and vitality of the U.S. economy.” 

■ “To work diligently, under existing programs, to modify the terms of residential 
mortgages as appropriate to strengthen the health of the U.S. housing market." 

To facilitate the rigorous and transparent pursuit of these goals, Citi has designated a 
Special TARP Committee (the “Committee') comprised of senior executives that is 
responsible for overseeing, approving and monitoring the sound use of TARP capital for 
its intended purposes. 

TARP capital will not be used for any purposes other than those expressly approved by 
the Committee. 

The Committee members are the following people or their designees: Lewis Kaden, 
Vice Chairman; Gary Crittenden, Chief Financial Officer; Michael Flelfer, General 
Counsel; Brian Leach, Chief Risk Officer; Michael Schlein, President, International 
Franchise Management and Executive Director of Business Practices; and Zion Shohet, 
Treasurer and Head of Corporate Finance. (See Appendix A, internal memorandum 
establishing committee). 
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PRINCIPLES 

I. Permitted Investments 

TARP capital will be deployed in a prudent and disciplined manner that is consistent 
with Citi's strategic objectives and Treasury's goal of strengthening the financial 
system in the United States and expanding the flow of credit as stated above. TARP 
capital, which is in the form of preferred stock, will be used exclusively to support 
assets and’not for expenses. 

Permitted uses of TARP capital may include, among other things: 

■ Sound lending activities across Citi businesses. 

■ Financing transactions across Citi businesses. 

■ Citi’s loan modification program and other programs for homeowner avoidance of 
mortgage loan foreclosures. 

* Citi's Homeowner Assistance Program, which aims to help potential at-risk 
borrowers avoid delinquency. 

■ The provision of credit to Citi credit card customers. 

■ Purchases of loans and securities in the secondary market that have the effect of 
increasing liquidity in the credit markets or the mortgage securities markets. 

II. Prohibited Uses 

TARP capital may not be used for any of the following purposes: 

* Compensation or bonuses. 

* Dividend payments. 

■ Lobbying or government relations activities. 

■ Marketing, advertising or corporate sponsorship activities. 

PROCEDURES 

The Committee and Citi businesses will adhere to the following procedures in 
connection with use of TARP capital: 
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* The Committee may approve the deployment of TARP capital for any authorized 
purpose, up to a specified maximum amount, without requiring additional 
approval of each use within that maximum. 

■ Businesses are required to report to the Committee at least every quarter on the 
activities for which any TARP capital was used, the performance of any 
investments, and the benefit of the activities to the flow of credit and/or the U.S. 
housing system. 

■ The Committee will report periodically to Citi's Board of Directors on the specific 
uses to which TARP capital has been applied. 

■ Deployment of TARP capital for authorized purposes within the approved 
maximum amount must be reported to the Head of Financial Planning, Analysis 
and Capital Allocation, Nayan Kisnadwala, with appropriate supporting materials 
to ensure effective monitoring. 

■ The Committee will ensure that Finance establishes appropriate financial 
reporting concerning the uses of TARP capital. 

■ The Committee will meet as often as required, and not less than every quarter. 

■ The Committee will appoint a secretary and its decisions will be recorded. 

Actions may be evidenced by e-mail or in a vote taken by an in-person or 
telephonic meeting. Actions taken by the Committee shall require the approval of 
at least three of its members. 


in addition to the foregoing, the Committee is authorized to take any and all actions 
in its efforts to advance any of the objectives described above. 
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Appendix A 


November 4, 2008 

MEMORANDUM FOR THE CITIGROUP MANAGEMENT 
EXECUTIVE COMMITTEE 

Subject: Treasury Investment in Citigroup Preferred Stock 

On October 28 we closed on the transaction under which the U.S Treasury 
Department purchased $25 billion of Citigroup Preferred Shares. We did not 
seek this investment, nor did the plans we developed for the remainder of 2008 
and beyond anticipate this additional capital. As we think about how to use this 
capital to augment our plans, we must be mindful of the purposes for which it 
was intended and ensure that we deploy this capital appropriately. We would do 
this under any circumstances, but here in addition there will be intense public and 
governmental scrutiny on the way we and the other eight large recipients use the 
capital from the Treasury Department. 

Treasury made this investment in Citi and other institutions only as a result of 
special market conditions and its desire to help expand the flow of credit in the 
economy. While we should be proud that Citi was included among those in 
whom Treasury chose to invest to achieve this goal, Treasury’s public purpose 
creates a special responsibility with respect to how we use this investment. 

To ensure that we use this capital in a way that is consistent with our established 
strategic objectives and Treasury's goal of strengthening the financial system in 
the United States and expanding the flow of credit, we have established a 
Special Committee consisting of the two of us, Brian Leach, Zion Shohet and 
Michael Heifer to oversee and approve how we make use of Treasury’s 
investment. This Committee will promptly develop a set of guidelines for the 
operating businesses, including guidelines on how we pursue incremental 
lending opportunities and how we monitor the use of these funds. The 
Committee will report periodically to the Citigroup Board of Directors on the uses 
to which we have put the proceeds of the Treasury investment. 

The Treasury investment may not be used for any purposes other than those 
approved by the Special Committee. With the goals described above in mind, if 
you have a particular idea or suggestion that you would like the Special 
Committee to consider, please contact one of the members of the Special 
Committee. 


Gary Crittenden 
Lewis Kaden 


39 



185 


b. TARP Investments by U.S. Treasury 


TARPI 

* Citi was among nine major U.S. financial institutions which agreed on 
October 14, 2008 - in consultation with the Treasury, the FDIC and the 
Federal Reserve Board - to receive from the Treasury a combined $1 25 
billion investment to strengthen their capital positions and to enhance the 
overall performance of the U.S. economy. 

■ On October 28, 2008, Citi received a capital investment of $25 billion from 
the Treasury under this initiative, which is called the Capital Purchase 
Program. 

■ In consideration of the investment, Citi issued $25 billion in cumulative, 
perpetual preferred stock to the Treasury, with a dividend of five percent 
per annum, payable quarterly. The first dividend payment of $371 .5 
million will be made on February 17, 2009. 

■ Citi also issued the Treasury an option to purchase 210,084,034 common 
shares in the company at a strike price of $1 7.85 per share. 

■ This option will allow the Treasury and U.S. taxpayers to earn additional 
returns on the investment if Citi's common share price rises above $17.85. 

■ A summary of the terms of the transaction is available at this link . 


TARP II 


■ On November 24, 2008, Citi announced that it had reached an agreement 
with the Treasury, the FDIC and the Federal Reserve Board on a series of 
steps to strengthen Citi’s capital ratios, reduce risk and increase liquidity. 

* The agreement closed on December 31 , 2008, when Citi received a 
further capital investment of $20 billion from the Treasury. This initiative is 
called the Target Investment Program. 

« In consideration of the investment, Citi issued $20 billion in cumulative, 
perpetual preferred stock to the Treasury, with a dividend of eight percent 
per annum, payable quarterly. The first dividend payment of $200 million 
will be made on February 17, 2009. 

■ Citi also issued the Treasury an option to purchase 188,501,414 common 
shares in the company at a strike price of $10.61 per share. 
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* This option will allow Treasury and U.S. taxpayers to earn additional 
returns on the investment if Citi’s common share price rises above $10.61 . 

* A summary of the terms of the transaction is available at this link . 


c. Vll-d - Loss Sharing Program 


* On November 23, 2008, Citigroup entered into a loss sharing program 
with the U.S. Department of Treasury, The Federal Deposit Insurance 
Corporation (FDIC) and the Federal Reserve Bank of New York. 

■ The definitive agreements, entered into on January 16, 2009, cover $301 
billion of loans and securities backed by residential and commercial real 
estate, consumer loans and other assets. 

* In consideration of the loss sharing program, Citi issued a combined 
$7,059 billion in cumulative, perpetual preferred stock to the Treasury and 
the FDIC, with a dividend of eight percent per annum, payable quarterly. 
The first dividend payment of $47 million will be made on February 1 7, 
2009. 

■ Citi also issued the Treasury an option to purchase 66,531 ,728 million 
common shares in the company at a strike price of $10.61 per share. 

* A summary of terms available at this link explains how the loss sharing 
program works. 


d. Mortgage Mitigation Terms Explained 


A modification agreement is typically used when the customer has a significant 
reduction of income that impacts his or her ability to pay and will last past the 
foreseeable future. Typically, the customer's loan terms are modified in order to 
resolve the mortgage delinquency. This agreement makes the mortgage more 
affordable for the customer. 

A repayment plan is a written agreement between the borrower and the lender 
to implement a payment moratorium due to unforeseen circumstances wherein 
the property or employment status is affected. At the expiration of the term, the 
customer pays the total arrearage in a lump sum payment or elects a further 
repayment plan. This agreement is typically used when a customer has a short 
term reduction of income that severely impacts his or her ability to pay for a short 
period of time. The repayment plan brings the customer current over time as the 
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payment obligations are met. It can also include a repayment plan under which 
the customer pays the regular monthly payment and an additional amount each 
month to catch up delinquent payments over time. 

An extension is when the customer has experienced a temporary hardship and 
is unable to bring the loan current. The customer has the ability to continue 
making future payments, but does not have the funds to completely reinstate the 
loan. An extension may re-amortize the loan or defer the interest to the back of 
the loan. It brings the customer’s account current immediately. An extension is 
generally used in the early stages of delinquency when a customer is one or two 
payments behind; it is rarely used for serious delinquency of more than 90 days 
past due or in the foreclosure process. 

A reinstatement occurs when a customer that is 90+ days past due is able to 
pay all of the delinquent fees, interest and principal owed to the bank with a 
single payment. This brings the customer’s account current immediately and 
allows him or her to continue to pay off the loan according to the original 
amortization schedule. 

A Home Saver Advance (HSA) loan is an unsecured personal loan to approved 
Fannie Mae servicers for eligible borrowers designed to bring a cure to the 
delinquency on a first lien loan. HSAs provide funds to cure arrearages of PITI, 
as well as other advances and fees. HSAs are documented by a borrower 
signed promissory note, payable over 15 years at a fixed rate of 5% with no 
payments or interest accrual for the first six months. 

A short sale is when the customer does not have either the desire or ability to 
keep the property and is willing to sell the property to satisfy the debt. This 
option is utilized when the amount owed less acceptable closing costs to sell the 
property is more than the value of the property. 

A deed in lieu of foreclosure is when the customer does not have either the 
desire or the ability to keep the property and is unable or unwilling to sell the 
property but is willing to sign the property over to Citi in exchange for stopping 
the foreclosure action. Deeds in lieu of foreclosure are generally accepted only 
after all other options have been exhausted.] 
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e. Useful Links 

citiarouo.com 

Citi Office of Homeownership Preservation 
Citi Community Capital 

Citi U-S- Mortgage Lending Data and Servicing Foreclosure Prevention 
Efforts. Third Quarter 2008 

Financial Information. Fourth Quarter 2008 

Code of Conduct 

Corporate Governance Guidelines 
Annual Report for 2007 
Corporate Citizenship Report for 2007 
Citi Foundation 
Citi Press Room 


43 





189 


Testimony of John Stumpf 
President & CEO 
Wells Fargo & Company 
House Financial Services Committee 
February 11, 2009 

Mr. Chairman, Ranking Member Bachus, and Members of the Committee, I’m 
John Stumpf, President and CEO of Wells Fargo & Company. 

Our company has been serving customers for going on 158 years. We’re an 
American company. Virtually all our businesses and team members are in the 
U.S. We’re in all 50 states. 

We are a community bank. We have 281-thousand team members - who earn fair 
and competitive wages and benefits, including health care. They live and work in 
thousands of communities across North America - from big cities like Los 

Angeles and Miami to small towns like Spearfish, South Dakota and Alice, Texas. 

* 

I’ve been a community banker with our company for almost three decades. I 
know what it’s like to be on the teller line and on the banking floor working with 
our customers. I personally have served customers in cities and towns across 
Minnesota, Colorado, Texas and now California. 

Across the country many of our customers are facing difficult times. Now, as 
always, we want to do what’s right for them. We’re very proud that Wells 
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Fargo has been open for business for our customers. We never stopped 
lending, in the last 18 months - when many of our competitors retrenched - 
Wells Fargo made $540 billion in new loan commitments and mortgage 
originations. They are as follows: 

• $63 billion commercial/commercial real estate 

• $123 billion consumer and small business 

• $354 billion home mortgages 

Last quarter alone, we made $22 billion in new loan commitments and $50 
billion in mortgages - a total of $72 billion in new loans. That’s almost three 
times what the U.S. Treasury invested in Wells Fargo. With the merger, we 
have reopened lines of credit to some Wachovia customers who previously 
had been denied credit. 

We do business and lend money the old-fashioned way - responsibly and 
prudently. As a result, we earned a profit last year of almost three billion dollars. 
We have not used any of the government investment for dividends, bonuses, or 
compensation of any kind - nor will we. We have the highest credit ratings 
currently given to any bank in the country. 

We understand the very important responsibility that comes with receiving public 
funds. We are always careful stewards of our shareholders’ money. The 
investment by the government is being used in the same prudent way. We have 



191 


3 

never been wasteful. We spend money to support the business and make a profit 
for our investors. We are frugal. Last year, our overall corporate expenses 
actually declined one percent while our revenue rose over seven percent. 

We said from the start that we’ll use the government’s investment to help make 
more loans to credit-worthy customers. We said we would use the funds to find 
solutions for our mortgage customers who are late on their payments or facing 
foreclosure - so they can stay in their homes. We also said we would report on 
our progress. We have done just that. 

We recently announced our first dividend payment to the taxpayers for their 
investment in Wells Fargo preferred stock. Our first dividend payment on their 
investment was more than a third of a billion dollars. We’re Americans first and 
bankers second - so we see this taxpayer investment, first and foremost, as an 
investment in the future economic growth of our country. We’re proud to be an 
engine for that growth. 

Last quarter we made $22 billion in new loan commitments. Our average 
outstandings - on a linked quarter annualized basis were: 

• Student loans, up 12 percent 

• Agricultural loans, up 14 percent 

• Middle Market commercial loans, up 14 percent 


SBA loans, up 1 1 percent 
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• Commercial real estate loans, up 15 percent 

Now, as to mortgages. Last year we made $230 billion in mortgage loans. That 
made homeownership possible for more than half a million families. It also 
includes refinancing almost a half a million existing loans. That lowered 
mortgage payments for families across our country. At year-end, we had $71 
billion of mortgages still in process - up threefold annualized from the third 
quarter - a sign of strong momentum for 2009. 

Our mortgage lending is built on solid underwriting and responsible servicing. 
Because of that, 93 of every 100 of our mortgage customers are current on their 
mortgage payments. That performance is consistently better than the industry 
average. 

In 2008, we nearly doubled our team dedicated exclusively to helping customers 
stay in their homes - which improved our outreach. Because of that, we were 
able to contact 94 of every 100 customers who are two or more payments past 
due on their mortgages. Of those we contacted, we were able to provide 
solutions for seven out of ten. This resulted in our being able to deliver 706,000 
solutions to help Americans avoid foreclosure during the last year and a half. 
That is 22 percent of the 3.2 million solutions reported by the industry. Last 
quarter alone, we provided 165,000 solutions to our mortgage customers. That 
was three times as many as the last quarter of 2007. 
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When we modify a loan, about seven of every ten customers remain current or 
less than 90-days past due, one year later. There is, however, much more work to 
be done. We continue to invest in more people and systems to help even more 
at-risk homeowners. 

Across the country, we’re partnering with real estate agents, cities and nonprofits 
to speed up the selling of bank-owned properties so they can become, once 
again, owner-occupied. 

For all these reasons, we believe the Treasury’s investment of taxpayer dollars in 
Wells Fargo has been - and will continue to be - a wise and profitable investment 
- for our neighborhoods, for our country, and for our economy. 

Mr. Chairman and Members of the Committee, thank you and I would be happy to 
answer questions. 


### 
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Lloyd C. Blankfeln, Chairman and CEO, Goldman Sachs & Co. 

Responses to Questions 
Financial Services Committee Hearing 

"TARP Accountability: Use of Federal Assistance by the First TARP Recipients" 
Wednesday, February 11, 2009 


Q: What was Goldman Sachs's peak leverage ratio over the past 4 years? (Rep. Barrett) 

A: Over the last four years. Goldman Sachs’ highest leverage ratio (defined as total assets divided 

by shareholders' equity) was 27.9 times. We consider the gross leverage ratio to be of limited 
utility, as it does not take account of the different levels of risk inherent in various lypes of assets. 
There is a significant difference in looking at gross leverage and leverage adjusted to reflect the 
risk and liquidity of underlying instruments and securities- For example, one institution could 
have an overall leverage ratio of 30. but be holding highly liquid instruments such a$ US 
Treasuries, while another institution could have a leverage ratio of ten to one, but hold a 
significant position in CDOs. The latter would, obviously, be more “risky" than the» former. 

The leverage ratio implies a firm requires the same amount of capital regardless at asset mix and, 
as such, provides little help to investors seeking to evaluate the firm’s risk or liquidity. 

Goldman Sachs believes a risk-adjusted leverage ratio is a more appropriate metric and. over the 
last four years, our highest ratio of risk-weighted assets to Tier I capital (both computed in 
accordance with the Basel II standards) was 11 times, or 9.1%. 

Q: What was Goldman Sacha's peak leverage ratio at any point over the past A - years when Its 

assets were performing as normal? (Rep. Barrett) 

A: Please see answer above. 

Q: In hindsight, do you believe that Goldman Sachs was overieveraged at any point over tha 

past 4 years before the values of assets In Its portfolio began generally to fall (Rep. 
Barrett)? 

A: No. Wo bellovo our leverage and overall management of risk exposures have been appropriate. 

The senior management of the firm believes that effective risk management is critical to the 
success of Goldman Sachs. Accordingly, we have a comprehensive risk management process to 
monitor, evaluate and manage the principal risks we assume in all our businesses. These 
include market, credit, liquidity, operational, legal and reputational risks. 

Q: At that time, did you believe that Goldman Sachs was overieveraged? If so, what 

prompted you to reach that leverage ratio? (Rep. Barrett) 

A: Please see answer above. 

Q: Old Goldman Sachs take any steps to deleverage at that time? (Rep. Barrett) 

A: Over the course of 2008, the firm took regular steps to reduce risk by reducing exposure across a 

range of assets. During the year, total assets declined 21%. The decision to reduce exposure 
across the firm wa9 in response to volatile market conditions and a desire to reduce certain 
concentrated positions, rather than a concern about gross leverage. During 2008, both our 
adjusted and gross leverage fell by slightly more than 40%. which demonstrates that the risk 
reduction was broad based and not concentrated on liquid, lower risk assets. 
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G; What was the maximum rate of asset non-performance that Goldman Sachs's portfolio 

was designed to withstand before causing problems with its capital ratios? Was this rate 
exceeded? If so, when did you know that this rate wag exceeded? (Rep. Bcrrett) 

A: Goldman Sachs uses fair-value accounting for substantially all of our activities. Vie believe that 

rigorous mark-to-market accounting is fundamental to prudent financial management because it 
facilitates a clear view of risk. It allows us to manage market risk limits, monitor exposure to 
credit risk and effectively manage our liquidity requirements. 

A3 a result, at certain times In 2007 and 2008, as we began to see the daily deterioration in the 
prices of certain asset classes, the firm was able to respond relatively quickly by reducing 
relevant exposures. It is worth noting that, without the commitment to sell assets throughout the 
year, regardless of the fact that many market participants believed that the prices available were 
at distressed levels, our performance would have been materially weaker. Our fair-value 
accounting policy played a central role in helping to inform our decisions to self assets. The daily 
marking of positions to current market prices was a key contributor to our decision to reduce risk 
relatively early in markets and in instruments that were deteriorating. As a result, we did not 
experience any material worsening of our capital ratios. We are also less susceptible to future 
losses from declining value in the same asset classes. This was one of the key masons why 
Goldman Sachs produced net earnings of $2.3 billion in 2008. 

Q: How was Goldman Sachs exposed to the holdings of other financial institutions? How did 

Goldman Sachs hedge against the nonperformance of assets held by other financial 
institutions? (Rep. Barrett) 

A: While our activities expose us to many different industries and counterparties, we routinely 

execute a high volume of transactions with counterparties In the financial services industry, 
including brokers and dealers, commercial banks, investment funds and other institutional clients. 
The credit terms we establish with counterparties provide for bilateral collateral flows on a mark- 
to-market basis. This underpins our approach to managing counterparty risk. It iti consistent with 
how equivalent trades done on an exchange would be risk-managed, which is broadly viewed as 
a systemically risk-reducing structure. 

For instance, if we enter into a transaction with a counterparty that insures the value of a certain 
asset or security, and the value of that asset falls, the counterparty is, generally, obligated to pay 
us the difierence (as collateral) between its original insured price and the current market value on 
an ongoing basis. 

In addition to entering into agreements that enable U9 to obtain collateral from a counterparty on 
an upfront or contingent basis, we may hedge our credit risk (i.e.. of default by tho counterparty) 
using credit derivatives or other hedging structures or techniques. 

Q: Did you ever worry that Goldman Sachs had a major mismatch between your assets and 

liabilities because it was funding Illiquid assets with ahort-term credit? (Rep. Barrett) 

A: No. First, our fair-value accounting discipline helps us get a more accurate sense of the value of 

illiquid assets. Second, our funding and liquidity profile does not support the assertion that we 
were funding illiquid assets with short-term credit. 

We have always believed that liquidity is the mo9t important consideration for our 3rm and, for 
that matter, any financial inetitution. We seek to manage the maturity profile of our secured and 
unsecured funding such that we should be able to liquidate our assets prior to our liabilities 
coming due, even in limes of prolonged or severe liquidity stress. We do not rely on immediate 
sales of assets to maintain liquidity in a distressed environment, although we recognize orderly 
asset sales may be prudent or necessary in a severe or persistent liquidity crisis. We maintain 
significant excess liquidity to meet near term outflows in the case of a liquidity crisis and. as of 04 
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2008, our excess liquidity averaged $111 billion. At the end of 2008, the weighted average 
maturity of our long-term unsecured debt was eight years, and secured funding viras in excess of 
100 days. 

Q: How much did Goldman Sacha rely on the rating agencies in its risk manaj! iment 

processes? in hindsight, do you believe that Goldman Sachs was over-reliunt on the 
ratings provided by the rating agencies for its risk management processes? (Rep. Barrett) 

A: We believe strongly that financial institutions cannot outsource their risk management. We 

depended on our own analy3i3, models and, most importantly, people. Our cultur e of risk 
management is rooted in the independence of the risk and control functions. For example, this 
means that risk managers have at least equal stature with their counterparts in producing 
divisions. Additionally, the firm-wide committees charged with the critical discipline of daily 
marking o( positions, such as the Risk Committee (which monitors market risk and exposures) 
and the Business Practices Committee, (which reviews operational and reputational risk) are 
comprised of our most senior managers. Furthermore, our Credit Risk department carefully 
monitors exposures to counterparties and their affiliates on an Individual and aggregated basis. 
The department also manages risk using information by product, industry sector, country and 
region. For these and other reasons, including the results of our management ol risk exposures, 
we believe that we were not reliant on credit ratings in our risk management processes. 

G: Are you paying yourselves fees when Issuing debt under the FDIC TLGP guaranteed debt 

program? (Rep. Gut!err62) 

A: Goldman Sachs' broker-dealer affiliates receive customary underwriting tees in connection with 

underwriting and distributing TLGP debt issued by both Goldman Sachs and other financial 
institutions. Other broker-dealers that underwrite or sell Goldman Sachs TLGP debt receive the 
same types of fees for such activities. As with other public debt offerings, these foes are publicly 
disclosed and depend on the maturity ot the debt obligation being issued. The Goldman Sachs 
Group. Inc. is not a registered broker-dealer and accordingly may not engage in customary 
broker-dealer activities, such as the distribution of securities. Therefore, it engagtjs its broker- 
doaler affiliates and other unaffiliated broker-dealers to underwrite and sell its TLGP debt 
securities and pays those entities customary fees for providing such services. 

From an accounting standpoint, fees “paid" between entities in the same consolidated group 
(3uch as The Goldman Sachs Group, Inc. and Goldman, Sachs & Co.) do not result in an 
economic gain to the consolidated group as a whole. 

Goldman Sach3. like any other issuer of TLGP debt, does pay the government a fse for 
participating in the TLGP program. The FDIC reports that it has collected over $5 billion in fees 
for debt issuance from all issuers under the TLGP program through February 200). 

Q; What are you doing with TAPP funds? (Rep. Ackerman) 

A; Goldman Sachs takes its responsibility as a recipient of TARP funds very seriously. We view the 

TARP as important to the overall stability of the financial system and, therefore, important to 
Goldman Sachs. This capital, combined with the more than $10.75 billion of capital we raised 
three weeks before receiving the TARP funds, gives ue an even stronger balance sheet and 
increases our ability ro inject liquidity across markets and extend capital to our clients. 

As a financial institution focused on the “wholesale" client base, Goldman Sachs actively 
provides liquidity to institutions and helps the capital markets function. Our business is 
institutionally dominated, with the vast majority of our capital commitments made on behalf of 
corporations and institutional investors. Goldman Sachs is not engaged in traditional commercial 
banking and is not a significant lender to consumers. 
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Goldman Sachs serves a number of important roles for our clients, including that of advisor, 
financier, market maker, asset manager and co-investor. Briefly, 

■ Financier : Through our rote as a financier, advisory clients frequently expect our advice to be 
accompanied by access to the capital necessary to make that advice actionable and practical. 
For instance, we often provide back-stop or contingent credit, such as a commitment to make 
a bridge loan until other sources of more permanent capital can be arranged. Since receiving 
the $10 billion of capital on October 27th and through January 2009, Goldman Sachs has 
committed over $13 billion in new financing to support our clients. This compares with $4.5 
billion in the three months prior to receiving the Government's Investment. For example, we 
put our capital to work on behalf of Sallie Mae to allow them to provide more than $1 .5 billion 
of student loans. We made e significant investment in the C.J. Peete Apartments Housing 
Complex, a mixed-income housing project in New Orleans. We also committed capital to 
Verizon Wireless, Pfi 2 er and a number of other significant corporations. 

■ Market maker : As a market maker, we provide the necessary liquidity to ensure that buyers 
and sellers can complete their trades. In dislocated markets, we are often required to deploy 
capital to hold client positions over a longer term while a transaction is completed. In recent 
months, this has been especially true as we have helped our corporate and investing clients 
manage their exposure to interest rate risk, swings in commodity prices and movements in 
currencies. More broadly, we have seen widespread de- leveraging. As institulionai investors 
reduce their various risk exposures, they turn to firms such as Goldman Sachs, which play the 
role of intermediary. This ability to help our clients effectively manage their risl; requires toe 
active and significant commitment of capital. In January, for instance. Goldman Sachs 
provided short term liquidity to a portion of the mortgage market through a large agency 
mortgage transaction. This significant extension of our capital helped keep mortgage rates 
from increasing by allowing billions of dollars of mortgage securities to bo financed. 
Additionally, the role we play as a specialist and market maker In NYSE listed Mocks has 
grown increasingly significant, particularly in volatile markets when liquidity demands are 
higher. For instance, in certain shares, our specialist business may account for nearly one- 
quarter of total trading in a particular stock. 

■ Co-investor : We also recognize the importance of being an active co-investor v/ith our clients. 
Over the summer, we established a $10.5 billion senior loan fund which makoe loans to 
companies in need of capital. The fund invests both our own capital and that <;f our clients. 
Thi6 is significant because, in many cases, the normal market mechanisms to facilitate the 
extension of credit in many areas have broken down. Investors are wary of credit ratings and 
are reluctant to invest their own money directly. They are looking for some assurance of 
quality before they are willing to commit capital. Through this fund, each dollar that Goldman 
Sachs commits is multiplied many times over as we attract capital from our clients. Already, 
the fund has made approximately $5 billion in loans. In the next year, Goldman Sachs intends 
to launch additional funds to inject capital across the corporate capital structure. These funds 
will extend needed capital to a variety of companies whose growth opportunities would 
otherwise be limited in this extremely tight credit environment. 

Additionally, Goldman Sachs is tracking the level of capital we commit on behalf o* our clients 
since we received the funds under the Capital Purchase Program (CPP). Goldman Sachs has 
made over $13 billion of capital commitments since October 27th, and this amount does not 
include the capital we extend as a market intermediary and co-investor. 

Q: What are you doing to help homeowners stay In their homes? (Rep. Meeks) 

A: Goldman Sachs ha6 never been a significant originator of residential mortgage loans. In 

December 2007, Goldman Sachs purchased Litton Loan Servicing, which services, mortgage 
loans tor loan owners, but it does not own the loans. 
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As part of its work, Litton expends significant resources to identify homeowners vrho may be in 
danger ot losing their homes and works with them on potential solutions, like loan modifications, 
that allow the homeowners to stay in their homes. Over time Litton has been ablo to demonstrate 
to loan owners that loan modifications very often produce lower losses than foreclosures. 

Litton has a long track record in modifying loans. It has implemented multiple loan modification 
programs that seek to help at-risk homeowners stay in their homes. In order to pursue any of its 
loan modification programs, Litton, as servicer for loan investors, must demonstrate that the 
modification results in a greater net present value to investors than a foreclosure. 

Even before the current crisis, Litton implemented programs for modifying at-risk, loans. 
Historically, Utton's average modification involved a payment reduction of approximately $200 per 
month, which resulted in an average housing debt-to-income (DTI) ratio of 38%. However, in 
response to deteriorating macroeconomic conditions and a weakened housing market, Litton has 
implemented a new DTI standard of 31%. which is consistent with FHA guidelines for new loans 
and the DTI standard in the Administration's recently announced Home Affordability Modification 
Program. 

This approach, for example, allowed Litton in 2008 to modify In excess of 41 ,500 mortgage loans 
totaling approximately $7.8 billfon in principal balance. These modifications represent 
approximately 1 3.5% of Litton's total loan portfolio and about 32.7% of its 60-plus days delinquent 
portfolio. This is approximately a 100% increase in modifications over the previous year. With 
these modifications, Litton has written down approximately $438 million in principal, debt and fees 
for homeowners, and monthly savings on principal and interest payments averaged 15.8%. 

Nationwide, Litton seeks to partner with grassroots community organizations to educate 
consumers on alternatives to foreclosure, particularly in geographic areas that are experiencing 
high rates of delinquency and foreclosures. Litton has working relationships with many national 
homeownership preservation organizations and organizations representing state and local areas. 

Q: Should large financial intuitions be subject to a more aggressive regulatory framework? 

(Rep. Watt) 

A: As stated publicly In the February 9, 2009 op-ed in the Financial Times, Goldman Sachs believes 

there needs to be a greater emphasis on risk management in the regulation of financial entities, 
substantially increased coordination and harmonization among regulators globally and *[i)n this 
vein, all pools of capital that depend on the smooth functioning of the financial system and are 
large enough to be a burden on it in a crisis should be subject to some degree of regulation." 

Q: Comment on the Wall Street Journal and New York Times articles that relate to Goldman 

Sachs' being a counterparty to AIG. (Rep. Garrett) 

A: On March 1 5, AfG released the names of its major counterparties. The disclosure; included the 

details of the flow of cash to Goldman Sachs tor the period from mid-September £008 to the end 
of 2008. However, the list of AIG's cash flows to counterparties provided little clarity about each 
bank’s credit exposure to the company. 

The first transfer to Goldman Sachs represented $2.6 billion in additional collateral that was 
called as markets continued to deteriorate. This posting of collateral was consistent with the 
commercial agreements Goldman Sachs entered into with AIG. 

The second transfer of $5.6 billion was associated with the financing entity Maiden Lane III. In 
mid-November, the Federal Reserve established this entity to purchase the securities underlying 
certain credit default swap (CDS) contracts and effect the cancellation of those contracts between 
AIG and its counterparties. The Federal Reserve required that counterparties def'ver the cash 
bonds to Maiden Lane in order to settle outstanding CDS contracts and for it to avoid any further 
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collateral risk. Consequently, the cash flow of $5-6 billion between Maiden Lane and Goldman 
Sachs reflected the Federal Reserve paying Goldman Sachs the face value of th<» securities less 
the collateral held on those securities. Goldman Sachs then spent the vast majority of tho money 
received to buy the cosh bonds from our counterparties in order to complete the settlement as 
required by the Federal Reserve. 

AIG also identified a further $4.8 billion related to securities lending. In this case, AIG gave 
Goldman Sachs $4.8 billion in securities which were largely the highest quality very liquid agency 
securities. Goldman Sachs in return gave $4.6 billion in cash to AIG. The $4.8 billion referenced 
in AiG's disclosure was simply the return of cash to Goldman Sachs in exchange for the return of 
securities AIG had posted. AIG repaid the money to us and we returned to the collateral to AIG. 

By mid-September it was clear that AIG would either be supported by the Government and meet 
its obligations by making payments or posting collateral, or it would fail, in the caiie of the latter, 
Goldman Sachs would have been able to collect on hedges and retain the collateral posted by 
AIG. The Government’s intervention allowed AIG to meet its contractual obligations to 
counterparties including Goldman Sachs, thereby making the hedges unavailable (since they 
were triggered only in me event of default by AIG). 
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JPMorgan Chase & Co. 

Keleslta F. Ann and 
Executive Director and 
A&iistant General Counsel 
Legal and Compliance Department 


March 17,2009 
Bv Fax 

Ms, Terrie Allison 
Committee on Financial Services 
United States House of Representatives 
2129 Rayburn House Office Building 
Washington, District of Columbia 20510 
Fax: (202)225-4254 

Dear Ms, Allison: 

I write in response to the letter of Thomas G, Duncan to Mr. James Dimon, Chairman and Chief 
Executive Officer of JPMorgan Chase & Co. (“JPMorgan Chase” or “Firm”), dated February 20 , 
2009 concerning the February 1 1 , 2009, Committee on Financial Services hearing entitled, 
“TARP Accountability: Use of Federal Assistance by the First TARP Recipients,” wherein 
Mr, Duncan requested that Mr. Dimon make corrections to the hearing transcript and respond to 
questions submitted by Representative Gresham Barrett. 

As requested, Mr. Dimon has reviewed and corrected the transcript provided, as reflected in the 
enclosed revised pages. 

JPMorgan Chase provides its responses to the questions submitted by Representative Barrett 
below: 

1) What was JPMorgan Chase’s peak leverage ratio over the past 4 years? 

JPMorgan Chase's Tier 1 leverage ratio at year end was 6.29% in 2005, 6. 1 9% in 2006, 
6.02% in 2007 and 6.92% in 2008. 

a) What was JPMorgan Chase’s peak leverage ratio at any point over the past 4 years 
when its assets were performing as normal? 

Please see our answer to Question I. 


JPMorgan ChakO S Co. • 270 Park Awnua. Floor 38. Naw Yolk. NY 10017-2070 
Mai Code: NY1-K722 


Telephone: 212-270-2454 • racaJmlle: 212-27IF0058 
ketasba.f.amand@jpmcbase.ccm 
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i) In hindsight, do you believe that JPMorgan Chase was overicveraged at any 
point over the past 4 years before the values of assets in its portfolio began 
generally to fall? 

No. As reflected by its consistently strong capital ratios, JPMorgan Chase was not 
overleveraged at any time during the last four years. And as to JPMorgan Chase 
Bank, N.A., regulators establish minimum leverage requirements that would preclude 
the bank and its subsidiaries from being overleveraged. 

(1) At that time, did you believe that JPMorgan Chase was overleveraged? 

Please see our answer to Question l(aXi). 

(a) If so, what prompted you to reach that leverage ratio? 

Please see our answer to Question l(a)(i). 

(i) Did you take any steps to deleverage at that time? 

Please sec our answer to Question l(a)(i). 

2) What was the maximum rate of asset non-performancc that JPMorgan Chase’s 
portfolio was designed to withstand before causing problems with its capital ratios? 

Revenue generation and loan loss reserves are resources available to JPMorgan Chase before 
impacting capital. As reflected in our public filings, the Firm’s earnings to date have been 
sufficient to sustain high capital ratios even during the current economic circumstance. 

a) Was this rate exceeded? 

No. 

i) If so, when did you know that this rate was exceeded? 

Please see our answer to Question 2. 

b) How was JPMorgan Chase exposed to the holdings of other financial institutions? 

As an active member of the financial markets, JPMorgan Chase is exposed to the 
holdings of other financial institutions across each of its six lines of business, as well as 
in its corporate capacity. In our Treasury & Securities Services business, for example, 
we are exposed as a custodian, cash manager and transfer agent. Likewise, trading and 
other activities of the Investment Bank expose the Firm to the holdings of other 
institutions. JPMorgan Chase is also exposed to other institutions as a lender and 
borrower via interbank lending markets. In our Retail Financial Services business, the 
Finn is subject to the holdings of other institutions as a servicer of loans originated by 
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other banks and financial institutions. As a corporation, our counterparties in the 
marketplace across the lines of business are other financial institutions. 

i) How did JPMorgan Chase hedge against the non-performance of assets held by 
other (Inaneial institutions? 

JPMorgan Chase does not hedge against individual asset positions of other 
institutions; rattier, JPMorgan Chase takes measures to protect itself against an overall 
inability by an institution to fulfill its obligations to it. JPMorgan Chase employs 
several measures to mitigate such risk. For example, the use of collateral is a 
significant risk mitigant and, in certain cases, JPMorgan Chase may use credit support 
annexes or collateral agreements to support its positions as appropriate. As another 
option, JPMorgan Chase may purchase protection via the CDS market, taking an off- 
setting interest where it is financially and economically prudent to do so. 

3) Did you ever worry that JPMorgan Chase had a major mismatch between its assets and 
liabilities because it was funding illiquid assets with short-term credit? 

No. JPMorgan Chase’s management has been focused on ensuring that cost-effective 
funding is available to meet the Firm’s actual and contingent liquidity needs over time. 

Thus, JPMorgan Chase generally has on average a range of $20 billion lo $50 billion in 
overnight investments. The Firm uses a centralized approach for liquidity risk management 
as a means to maximize liquidity access, minimize funding costs and pennit global 
identification and coordination of liquidity risk. In addition, JPMorgan Chase periodically 
stress tests its capital and liquidity needs. 

4) How much did JPMorgan Chase rely on the rating agencies in its risk management 
processes? 

JPMorgan Chase has found that rating agency analyses are useful inputs as a factor in our 
overall rate risk management practice. Ratings have been and are used as a comparison tool 
to determine the relative credit quality of financial instruments or as a direct tool in terms of 
determining credit statistics for the risk evaluation process. 

a) In hindsight, do you believe that JPMorgan Chase was over-reliant on the ratings 
provided by the rating agencies for its risk management processes? 

No. JPMorgan Chase’s risk management practice is not to rely solely on rating agency 
analysis; rather, ratings analysis is used as a factor in our risk management practice. 
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March 17, 2009 


If you have any questions concerning the foregoing, please do not hesitate to contact me at (2 1 2) 
270 - 2454 . 


Very truly yours. 



Keiesha F. Atm an cl 

Executive Director, Assistant General Counsel 
Enclosure 
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Question #1- 

(BACHUS) I have one question, one urging. I hear from responsible borrowers who are not in default and 
who are paying their payments on time, their interest payments in some cases, that their principle is being 
called, that they are being asked to do a 10 percent calldown on their principle, or that their credit lines are 
being restricted. And I know, in some cases, that this is probably a good lending practice because you are 
seeing some deterioration. But I would ask you, can we do a better job in that? And can the regulators assist 
you in that, or is there something that we can do to avoid those cases? Because there are people that can 
make interest payments now, but they cannot begin to pay down principle. It is just the wrong time. 

So, to any of you who would like to answer that question. Or I will call on Mr. Lewis. Or, Mr. Stumpf, you 
didn’t want the money, you took it, and you wish you didn’t, I am sure. And we are going to make money 
on that investment, but you can answer the question. 

Mr. STUMPF. Well, thank you. And we have clarified our statements. We are happy to have the money. It 
strengthened the industry, and that is good — 

Mr. BACHCJS. But, yes, I guess what I meant is first you said we don’t need the money. But I appreciate it. 

Mr. STUMPF. With respect to borrowers, in our company, frankly, we have been growing loans the last 18 
months. As I mentioned in my testimony, many others have retrenched. And we think these are actually 
good times to make loans to credit-worthy borrowers, We make money when we make loans. That is our 
business. We want to serve customers, help them educate children, buy homes, small businesses to develop 
products and services that they can sell and serve other customers. In some cases, it is pnident. You have to 
cut back on a line. But we have not done a system-wide. It has been very much individual, one customer at 
a time, working with them. And we want to stick with them if we possibly can. But also, unfortunately, not 
every borrower who wants or needs money can afford it today. And we have to be prudent — 

The CHAIRMAN. If the gentleman would yield briefly, that is such an important question that so many of 
us have been asked to get answers to. I would ask those to whom it is relevant— obviously, not Mr. 
Blankfein or Mr. Kelly or Mr. Logue or Mr. Mack, but for the commercial bankers that are before us, if you 
could answer in writing, that would be very helpful. I think we would all like that, because I think that is 
one of the most frequently asked questions we have. So for Mr. Dimon, Mr. Lewis, Mr. Pandit, Mr. 

Stumpf, if you would answer that in wiling, that would be very helpful. 


Question 2- 

Mr. GUTIERREZ. Let me just say to all eight of you that are here before us this morning, I would like for 
all of you to just kind of put in writing so that we could have it on the record — and I don’ t expect the 
answer here this morning — if each of you could just tell us how much your bank has paid itself on FDIC- 
guarantced or other government-guaranteed financing, and what percentage of those finances were 
completed solely for the purpose of funding your bank. An example: I won't name the bank, but you go out 
and you take $3 billion in one deal, and you go out with FDIC insurance, and you go to the market and you 
sell $3 billion worth of bonds in order to give yourself more liquidity. And they are FDIC-insured. Are you 
then paying your own investment banking firm — I am sorry, Mr. Chairman. 

The CHAIRMAN. Finish the question. 

Mr. GUTIERREZ. Are you then paying your own investment banking firm? And how much are you paying 
your own staff, in terms of underwriting fees for selling what a kindergartner could sell out in the market 
today? 

The CHAIRMAN. Let me just say, as we conclude this, we will take these answers in writing. Also, all 
members have the right to submit further written questions. I think this is important. There will be some 
clarification. So we will be submitting some further written questions, as well. 
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Question 3- 


Mr, WATT. Thank you. Madam Chairman. I am actually going to follow up on the question that Mrs. 
Capita has raised here, and I want to folio w it up with Mr. Lewis and Mr. Stumpf, because they are the two 
banks that have the largest presence in my congressional district. But I suspect it is a question that is 
applicable to all of these folks. Because if you were asked to take TARP money, then you probably fit into 
the category of too big to fail. I think I started this discussion with Hugh McCall some years ago around the 
issue of deposit caps and became convinced of the merits of having banks large enough to be worldwide 
competitive, and so I understand that aspect. I have had the discussion with Ken Thompson and even back 
to John Medlin when they were saying that Wachovia didn’t have to worry about that because it didn’t 
have a nationwide footprint, but now Wells Fargo, the owner of what used to be Wachovia, does have a 
nationwide footprint. Then, most recently, yesterday, Secretary Bemanke started to raise more concerns 
about this whole question of too big to fail. Sol guess my question is whether, in that context, an even 
more aggressively regulated framework for larger banks, and maybe even not only banks but institutions 
that have systemic risk potentials, might be appropriate? What is your assessment of that, Mr. Lewis and 
then Mr. Stumpf? And the rest of you all can respond in writing, I guess, because we won’t have time to 
hear from everybody. 

Question 4 - 

Mr. WATT. I don’t want to cut you off, but I know where you are going, and I am not sure that that is 
going to address the public necessity, because then that leaves it to the individual goodwill, good intentions 
or good execution, which, if it is a systemic problem, may work out well, may not work out well. Let me 
ask one other question going back to credit card risk and the impact on the economy in general. Is it your 
all’s estimate — and you can submit this in writing — that the size of this stimulus is sufficient to serve the 
purpose for which it is being represented? I will let you respond to that later. 

Question 5- 


Mr. ACKERMAN. But if you did $35 billion last time, you did $35 billion this time, we gave you $25 
billion more to do it, nothing of that went out then. Could you each send us in writing what you did with all 
of those billions of dollars that you got? Is anybody unwilling to do that at this point? Is anybody going to 
say, it is not your business; we don’t have to? We will expect that from each of the eight of you in writing 
then. 

Okay, the $ 1 65 billion that we have put into you-all’s companies shows that we have some degree of 
confidence in what you are going to do with that money and that you are going to be around. Each of you 
are individually wealthy. Could you go down the line and just give us a number, how much of your 
personal money you have invested in your company in new money during the last 6 months? And zero is a 
number 

Question 6- 


Mr. SHERMAN. Next is a question insisted upon by three new friends I have in Detroit. I would like you 
to provide for the record a detailed statement about planes and perks, but for now I would like you to raise 
your hand if your company currently owns or leases a private plane. Let the record show all the hands went 
up except for the gentleman from Goldman Sachs. 


Question 7 - 

Mr. MEEKS. I am talking now specifically about the TARP and/ or the FDIC Temporary Liquidity 
Guarantee Program and the fees that would be utilized by underwriters therein. 1 think that Mr. Pandit 
talked earlier about that; the money that is legal, that you have to — by law you have to have it underwritten. 
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My question is there is also opportunities there for it to be farmed out to others or contracted out to other 
minority firms or small firms, and I was wondering if anyone has done it with any of those fees 
specifically, with public dollars. 

Mr. STUMPF. Yes, we have done that. 

Mr. PANDIT. Congressman, I don’t have the facts. I can get you the facts. I believe we do that, but let us 
get you the information. 

Question S- 

Mr. LANCE, Thank you. And following up on a line of questioning from Congresswoman Maloney earlier 
in the hearing. And this is to you, Mr. Lewis. And I recognize that you are Bank of America and not Merrill 
Lynch, and there was a great deal of pressure on Bank of America to merge with Merrill Lynch, but we are 
all disturbed about the level of bonuses from Merrill Lynch. Was Bank of America aware of the contractual 
nature of those bonuses? 

Mr. LEWIS. Yes. As we got on in our due diligence, we saw the contracts, yes. 

Mr. LANCE. And are those contracts a matter of public record, or can they be made a matter of public 
record? 

Mr. LEWIS. I don’t know the answer to that, but there were — as I mentioned, there were two or three that 
were very, very large and were contractual obligations of Merrill Lynch. 

Mr. LANCE. I certainly would be interested, and I imagine the committee would be interested, in whatever 
information is available as a matter of public record regarding that. I believe that TARP funding is, of 
course, fungible, and that from our perspective those bonuses are really from TARP funds. 

Question 9- 

Mr. CAPU ANO. Thank you, Mr. Chairman. Gentlemen, you have been asked a lot of questions, and you 
seemingly answer them honestly to me. I have a couple of more detailed questions. 

Just by a show of hands, how many of your banks either directly or indirectly —and by indirectly I mean by 
loaning money to people that you knew would be using this money to invest in credit default swaps. How 
many of you engage in that? 

Mr. MACK. We engage in credit default swaps, but when you are asking the question are we lending 
money for them to do that, I have to come back and give you specifics. I cannot tell you. 

Onestlon 10- 

Mr. PAULSEN. Maybe I can ask one other question. As we consider the regulations for the financial 
markets, because we ate going to be doing that now to sort of get rid of the crisis that we ate in, prevent 
another one from happening or deepening this crisis actually, what are the largest concerns about 
overregulating, going down the road of Sarbanes-Oxley in terms of moving in that direction, and stepping 
too far where we are intending to be helpful, but actually it could be very harmful? Is there anything 
specific you can draw out that we should be very cautious of? 

Mr. LEWIS. I think my main concern around compensation, for instance, is it is okay to do the things that 
are being talked about at the very top, but if you start to go too low in the organization, you will run off key 
talent to foreign competitors. 

Mr. PAULSEN. Is that a shared view among others? 

Mr. KELLY. It is one of our greatest worries. 
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Mr. STUMPF. Yes, there are many businesses that we are in that are commission-based, for example, and 
if we limit across-the-board or whatever, we could lose some of the m6st productive people and some of 
the most important parts of our business. 

Mr. PAULSEN. Thank you. 

Mr. STUMPF. It is widely dispersed. 

The CHAIRMAN. While the gentleman yields back, let me take advantage because I am going to ask you 
to submit in writing, I understand the argument you make about foreign competition. It has been my 
impression that people here have generally been better compensated than people in these other countries. 

So I would ask you to submit to me some cross-national comparisons. I am, frankly, skeptical from what l 
have seen that they are paying so much more in other places. Certainly not at your level. So I would he 
interested in those cross-national comparisons. You are going to have to prove to me that you are really at 
risk there if there is some moderation. 

Question 11- * 

Mr. MILLER. Now, obviously, everyone has spoken of a problem with confidence in the industry, and 
Chairman Bemanke yesterday compared the proposal for a stress test to the bank holiday in 1933 in the 
New Deal, a comparison that occurred to me as well. Do your current safety and soundness regulators have 
the capacity, the sophistication, the expertise, to do a credible stress test, or what do we need to do to make 
sure that any stress test is credible and we know that any bank that gets a clean bill of health is in fact safe 
and sound? 

Mr. BLANKFEIN. I believe they are capable. I have only had a 3- month relationship with my new 
regulator. 

The CHAIRMAN. We will have to take the rest of the answers in writing. 

Question 12- 

(CLEAVER) What I want to talk to you is not that I want to talk to you, Mr. Blankfein, first of all. Do you 
believe that warehouse lending is safe and profitable? 

Mr. BLANKFEIN. I am sorry, warehouse lending? Against a physical warehouse? 

The CHAIRMAN. No, Any one of the retail bank people, they know what we mean by warehouse and 
probably ought to take that 

Mr. CLEAVER. Well, some Wall Street banks are involved in warehouse lending. Warehouse lending is 
when you issue a line of credit to an originator, usually it is for about 30 days, and then they, of course, sell 
the mortgage somewhere else, 

Mr. STUMPF. We are familiar with the business. We do very little of it, if any, anymore, primarily because 
we would rather make loans, our home loans, ourselves. We have a set of auditors. We have a set of 
principles, values, so we make sure the mortgage is for the benefit of the customer. They understand the 
terms and conditions. It helps them and so forth. So it is hard to control when 
you are a warehouse lender. 

Mr. CLEAVER. So most of you don’t do warehouse lending, which is one of the problems. That is one of 
the problems. If a mortgage company in my district is making loans, or trying to make loans, and the 
liquidity is not available, and it has been constrained a great deal recently, it is difficult for them to 
originate the loans because they don’t have access to the capital, and with more and more people avoiding 
warehouse lending, it is hurting local mortgage companies. Wouldn’t you agree? 
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Mr. STUMPF. We have been out of the warehouse lending business for 5 or 6 or 7 years, and the reason we 
got out is because we saw them doing crazy things that we wouldn’t do ourselves, so why do we want to be 
a part of that? It was too risky for us. 

The CHAIRMAN. Will the gentleman yield, and I will give him some extra time, because he is on to a 
central issue that I have heard a lot of complaints from my colleagues about. And one of them is, it is one 
thing to say we are not going to take on my new warehouse lending, but we have been told there are people 
who had accumulated an inventory based on their ability to do warehouse lending, and they were cut off in 
the middle. So there is a considerable degree, we have heard this from several members, there are people 
who had a warehouse lending relationship and had made certain commitments on the assumption that they 
would have that capacity, and it was cut off before they could sort of wind down the business in a 
reasonable way. I wonder if there is anybody familiar with that issue, because that is a particular form of it 
that I have heard a lot of complaints about, from builders. 

Mr. STUMPF. I am not an expert in warehouse in mortgage lending, but there are two kinds. One we 
actually finance, you give them a line of credit. Another one is where they do their own mortgages, and you 
buy them, and then you process them. I don’t know which one it is. 

The CHAIRMAN. The one where I think we have had the problem, there were developers, people who had 
accumulated property, and then they were counting on the line of credit to be able to finance these 
purchases and were shut down in the middle. That is the specific complaint that I have heard. I don’t know 
about the gentleman from Missouri. 

Mr. CLEAVER. Yes, that is precisely it. And one Wall Street investment bank at one point not long ago 
had a $250 million line of credit just for one originator. So all that has dried up. How in the world are we 
going to deal with the housing crisis, the home builders and the realtors, if warehouse lending is being 
evaporated? 

You are the only one that participates in it, and yours is at a minimum. I needed to just say that, because it 
is a problem in every community, and my community is no less being hit. The final issue I want to raise is 
that I am woefully unimpressed with the diversity of this panel, of not only the panel but the folk who sit 
behind you. I don’t know how many rows deep we would have to go to have some diversity. 

Thank you, Mr. Chairman. 

The CHAIRMAN. Let me say, and I appreciate the gentleman raising that, I would ask that you give us in 
writing a response, because the gentleman raises a very important question. I will tell you, we hear a lot of 
this from our colleagues. It is the cutting off of the warehouse lending relationship in the middle of the 
movie, when there is inventory of some kind that was going to be financed by the warehouse lending and is 
cut off. I would ask you to talk to your people and give us answers in writing, and I would hope the answer 
would be that, well, yes, that is a problem, and even if we don’t want to take open any new commitments, 
we will allow for the orderly unwinding of the existing commitments. I think that is the focal point we have 
heard. 

Question 13- 

Mr. ELLISON. Do you think it is appropriate while in receipt of TARP funds to be trying to defeat 
measures such as the Employee Free Choice Act? 

Mr. LEWIS. I think doing what is in the best interest of your company is always the best thing to do. So I 
wouldn’t point to any one thing and say, just because you have TARP fund, you can’t do something. 

Mr. ELLISON. But, as has been pointed out already, money is fimgible. What you don’t use one place you 
can switch and use other monies for that while you are using TARP funds. Wouldn’t you agree that your 
company needs to be using those funds for their intended purpose — 


Mr. LEWIS. Yes. 
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Mr. ELLISON. - — and not trying to defeat union organizing? 

Mr. LEWIS. And $45 billion is in the context of $230 billion in equity. So you have got to think of it in the 
context of a much larger number. 

Mr. ELLISON. Right. Well, I just wanted to put into the record, have unanimous consent to have entered 
into the record this letter from Change to Win to Mr. Steve Bartlett, who was with the Financial Services 
Roundtable. In it he describes a conversation in which several companies which received TARP funds were 
having some fairly frank conversations about lobbying. I find it pretty disturbing; and I would like you to 
respond to this letter, if you would, sir, because it specifically mentions your company. 

The CHAIRMAN. We have general leave, so it will be part of the record. 

Question 14- 

Mr. WILSON. Okay. Maybe I can rephrase my question, Mr. Chairman. 

There are a lot of people in Ohio that are really upset about the way things have been handled, the 
arrogance, the way things have been done, what has happened, the PNC purchase of National Citi with 
TARP funds, on down the line. It could go on and on. But what have we done to restore the confidence in 
the financial community that is going to help small businesses like I represent in Ohio to be able to get their 
line of credit to be able to buy goods for the spring and for the summer selling season? What has been done 
with the TARP money? Mr. Dimon, could I address that question to you? 

Mr. DIMON. I think we put in the record a lot of what has been done with the TARP money. We have lent 
in the last 90 days I believe it was $250 billion; $90 billion to corporations, $50 billion to consumers, net 
and increased credit lines; $50 billion in interbank markets; $60 billion in the purchase of MBS or asset- 
backed securities. I do believe — and it is an estimate. I do believe that probably $75 billion of that would 
not have happened without the TARP money. 

We are also a very large small business lender in Ohio. And I don’t remember exactly the numbers, but I 
believe year over year small business loans are up in the Nation. I don’t have Ohio’s numbers. Government 
not-for-profit, hospitals, university lending is up year over year. And we will be happy to make all that part 
of the record. 

Question 15- 


Ms. SPEIER. There is a GAO report that just came out in December of 2008, and it talked about the 
number of the biggest financial institutions both in size and in their bailout receipts and that they maintain 
revenues in offshore tax haven countries where there are no or nominal taxes and minimal, if any, 
reporting. According to the Department of Treasury reports, the U.S. Government loses $100 billion a year 
in tax revenue from these tax dodges from all sources, including these firms. For instance, Citigroup claims 
427 different overseas locations or tax jurisdictions, 90 in the Cayman Islands alone. And, by the way, you 
are receiving a 38 percent subsidy from the taxpayers right now. Morgan Stanley has 273 locations of 
which 158 or well more than half are in the Cayman Islands. Again, Morgan Stanley has about an 18 
percent subsidy from the taxpayers right now. Are you willing to bring those offshore tax havens home to 
America? 

Mr. MACK. Congresswoman, I would have to give you the exact details and come back to you. I think a 
number of those are either partnerships or vehicles we have made structured for clients or structured for an 
offshore business. I cannot give you the complete answer, but I will give you the answer when I return. 

Ms. SPEIER. Thank you. 


Question 16- 



210 


Mr. PETERS. Well, I want to follow up on that. And I appreciate both your comments, but is it possible to 
get numbers so I can ju'st get a sense of how the loan volume is different in Michigan than other States? 
Would you both be willing to provide that information? 

Mr. D1MON. Happy to be willing to do that, yes. 

Mr. LEWIS. Yes. 

Mr. PETERS. Mr. Lewis, as well. We will follow up on that. 


Question 17 


Mr. PETERS. Mr. Lewis, as well. We will follow up on that. I want to get back to the auto industry, 
because obviously we have a very strong concern in the auto industry. And, surely, the impact of the credit 
crisis has hit the auto industry more than most industries, and the repercussions could be dramatic, not just 
in Michigan, but all over the country. Millions of jobs are at stake. But also, if you look at the recovery of 
the economy, there isn’t anything that is more powerful a stimulus in the economy than to get people 
buying automobiles, get the auto industry going. It has picked this country out of many recessions in the 
past, has the potential to do that again if managed well. And you know that right now we ate in a very 
precarious situation. In fact, the auto companies will come back to this committee on February 17th with 
their viability plans, and a part of those plans have to be plans that they have made with the stakeholders, 
both labor as well as the creditors. How many of you are creditors to the auto industry, have substantial 
loans or substantial debt instruments of some form or another? Basically all of you, except Mr. Stumpf. 
Everybody has it. Well, then, how many of you have received proposals from the auto companies? 

Mr. MACK. When you say proposals, requests? 

Mr. PETERS. Proposals from the auto companies to restructure that debt, which, as you know, is a 
condition that has placed on it to have substantial concessions from debt holders to renegotiate that debt. 
How many of you have already received specific proposals from the auto companies? 

Mr. MACK. Congressman, I would have to cheek. We have a very active dialogue with the auto industry. 
And I will check when I am back and let you know exactly. 
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JPMorgan Chase &Co. 


Stephen M. Cutler 
General Counsel 
270 Park Avenue - 48'“ floor 
New York. NY 10017 


April 2. 2009 


Ms. Terrie Allison 
Committee on Financial Services 
United States House of Representatives 
2129 Rayburn House Office Building 
Washington, District of Columbia 205 1 0 

Dear Ms. Allison: 

1 write in response to the letter of Thomas Ci. Duncan to Mr. James Dimon. 
Chairman and Chief Executive Officer of JPMorgan Chase & Co. (“JPMorgan Chase’ - or 
“Finn”), dated March 4, 2009, concerning the February 1 1 , 2009. Committee on 
Financial Services hearing entitled, "TARP Accountability: Use of Federal Assistance by 
the First TARP Recipients." The Committee requested that the firm respond to certain 
questions. JPMC provides its responses to the questions below: 

Question 1: 

The firm continues to be a responsible and careful lender. We want to make the 
right loans to the right customers at the right time, particularly in this challenging 
financial environment. As a standard operating practice. JPMorgan Chase is 
continuously evaluating whether our customers’ credit lines are most appropriate for die 
customer and his or her needs and ability to repay, and will make adjustments 
accordingly. JPMorgan Chase employs fair and thorough credit evaluation processes. 

In addition, please see our answers in response to Questions 4 and 5. 
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Question 2: 

From inception of the FDIC-debt guarantee program through March 31, 2009, 
JPMorgan Chase completed 13 offerings of FDIC-guaranteed debt, issuing an aggregate 
$34.6 billion of such debt. JPMorgan Securities Inc, (“JPMSI”) and JPMorgan Securities 
Ltd. (“JPMSL”), the Firm’s affiliated broker-dealers, acted as lead and, sometimes, 
depending on the particular issuance, sole underwriter of such offerings, and received 
aggregate fees from the Firm of $87.9 million, which were reflected as a journal entry on 
the Finn’s ledger. The underwriting fees charged by JPMSI or JPMSL are customary 
underwriting fees paid by issuers accessing the capital markets. No employee of the Finn, 
JPMSI or JPMSL received any specific compensation in respect of the issuance of the 
FDIC-guaranteed debt. 

Question 3: 


JPMorgan Chase supports the establishment of a single financial stability 
regulator charged with responsibility for maintaining broad oversight of financial markets 
with access to information obtained by all agencies dealing with financial markets and 
participants. This regulator should also be responsible for direct prudential supervision 
of all systemically important financial firms, regardless of their legal organization. The 
systemic regulator needs to have the ability to look for risk everywhere. We also support 
the creation of statutorily codified resolution procedures for systemically important 
institutions, so that any failure is orderly, controlled, and leads to resolution without 
systemic failure. 

In addition, please see our answer in response to Question 1 0. 

Question 4: 

JPMorgan Chase supports the stimulus package, and is committed to working to 
effectuate its purpose. With respect to the impact of the stimulus on the economy and 
credit card risk, in particular, JPMorgan Chase continues to be a responsible and careful 
lender for our customer base, which is almost exclusively made up of prime and super- 
prime customers. Over the past year, on average. JPMorgan Chase has opened more than 
750,000 new credit-card accounts monthly and extended more than $6 billion in new 
credit each month. In that same time period, we have also increased the credit lines of 
more than 500.000 customers each month. 

Question 5: 


JPMorgan Chase did not seek the government’s investment; rather, we accepted 
the TARP funds to support the government’s goal of obtaining participation of all major 
banks, with the aim of stabilizing the economy. Our firm is using TARP funding for the 
purposes that the government has designated. Subsequent to the receipt of funds, we 
have continued to provide significant levels of credit to our customers, whether 
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individual consumers, small businesses, large corporations, not-for profit organizations, 
state and local governments or other banks. Since we received the capital investment on 
October 28, 2008, our lending volumes have been significant, particularly in light of the 
rapidly deteriorating economic environment. More specifically, in January 2009, we 
extended over $46 billion in new loans and lines to retail and wholesale clients, 
including; 

o More than $16 billion in consumer and small business originations. 
Consumer originations include credit cards, mortgages, home equity loans and 
lines, student loans and auto loans. During January 2009, the firm extended close 
to 1.4 million new loans and lines to consumers and small businesses, including 
approximately 580,000 credit card line increases extended during the same time 
period. 

o More than $30 billion in new and renewed commitments to mid-sized 
businesses, large corporates and the firm’s full range of Treasury and Security 
Sendees and Asset Management clients. 

In addition, JPMorgan Chase purchased almost $13 billion of mortgage-backed 
and asset-backed securities in January 2009. The firm also continued to implement and 
expand its mortgage modification program in January to help more homeowners stay in 
their homes. The mortgage modification efforts were extended to include $1.1 trillion of 
investor-owned mortgages it services, including those in securitizations. 

As disclosed in the Forms 3, 4 and 5 filed with the Securities Exchange 
Commission, in the last six months, Jamie Dimon has purchased JPMorgan Chase shares 
for an aggregate price of approximately $22 million. 

Question 6: 

JPMorgan Chase minimizes the use of perquisites. The Operating Committee is a 
committee of 16 executive officers of JPMorgan Chase. The Executive Committee is a 
committee of 55 senior officers, including members of the Operating Committee, who 
lead the Firm's businesses and functions. There are no golden parachutes or special 
severance plans for Operating Committee or Executive Committee members, in 
particular, there are; 

o No golden parachutes such as payments of a multiple of salary and 
incentive compensation upon severance, 
o No employment contracts other than for new hires, 
o No change-of-control agreements. 

o No special or different severance programs for Operating Committee or 
Executive Committee members, except as agreed on a transitional basis for a new 
hire. The company’s policy limits severance effective April 2009 to a maximum 
of 52 w'eeks salary based on years of service. 

o No accelerated vesting of equity awards for employees who have resigned 
and meet the company’s full career eligibility requirements. For such employees, 
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awards continue to vest on the original schedule and remain subject to additional 
restrictions. 

There are no special benefit programs for Operating Committee or Executive 
Committee members. In particular, there are: 
o No pension credits for bonuses. 

o No 40 1 (k) Savings Plan matching contributions for any senior executive, 
o No special medical, dental, insurance or disability benefits for executives. 
The higher an executive's compensation, the higher arc their premiums, 
o No private dub dues, car allowances, financial planning, or tax gross-ups 
for benefits for Operating Committee or Executive Committee members. 

The company has a voluntary deferred compensation program that is limited to a 
maximum contribution of SI million annually and is subject to a $10 million lifetime cap 
for cash deferrals made after 2005. 

Regarding company planes and cars, Mr. Dimon is directed to use company- 
owned planes and cars for travel whenever feasible, and the Firm discloses the cost of 
such use in the Firm’s proxy statement. Until the Firm has repaid TARP funds in full, the 
Firm will not purchase any replacement plane, add any planes or renovate any hangar 
space. Any hangar space leased would be to replace existing space. 

Question 7: 

Please see our answer in response to Question 2. 

The following twelve ethnic minority and woman-owned underwriting firms were 
retained in connection with JPMorgan Chase’s issuances of FDIC-guaranteed debt: 
Blaylock & Partners, Cabrera Capital Markets l.LC, Castle Oak. Guzman, Jackson 
Securities, Loop Capital, M.R. Beal & Co., Siebert Capital, Ramirez & Co., Toussaint 
Capital. Utendahl Capital Partners, L.P., and Williams Capital. These firms were paid 
fees totaling SI .58 million. 

Question 8: 

Question 8 is directed to Bank of America regarding bonuses paid at Merrill 
Lynch and, therefore, is not applicable to JPMorgan Chase. 

Question 9: 


JPMorgan Chase is a leading trader in credit default swaps. We are rarely a 
direct lender to any of our investor clients (pension funds, asset managers, insurance 
companies, hedge funds). While we lend money to corporate clients who might be end- 
users of CDS, many of them are not significant users of CDS and we do not believe that 
those that are use our loan proceeds to invest in CDS. We should also note that when we 
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serve as CDS counterparties to hedge funds and others, they arc obligated to post 
collateral in amounts equal to the change in the mark to market value of the CDS (and in 
some cases a small amount of initial margin). 

Question 10: 


JP Morgan Chase is committed to working with regulators and policymakers 
across the globe to improve the current regulatory framework in the United States. 

Efforts to enhance regulation should be focused on strengthening systemic stability, 
leveling the playing field among market competitors offering similar services, while 
protecting investors and consumers, and improving coordination among regulators 
internationally. JPMorgan Chase believes that such efforts will result in a more efficient 
regulatory structure that will be more flexible and adaptable in evolving financial 
circumstances. 

We also think it important that as policymakers think about new regulations— 
whether in the mortgage, credit card, derivatives or other areas — they remain mindful of 
unintended consequences and, in particular, reforms that have the effect of removing 
credit from the system at a time when the system can least afford it. 

With respect to regulations regarding compensation, there is no “one-size-fits-all” 
approach. Instead, regulations should be focused on advancing common principles, as 
opposed to prescribing rules that create an uneven playing field among competitor firms. 

In addition, please see our answer in response to Question 3. 

Question It: 

The Finn supports efforts to improve the current regulatory framework. 
Notwithstanding this fact, we also believe that our current safety and soundness 
regulators have the capacity, sophistication and expertise to conduct a credible stress test. 

Question 12: 


JPMorgan Chase Bank. N.A. (“Chase" or the “Bank’') was a minor participant in 
the residential warehouse lending business, having only entered the warehouse lending 
market in mid- 2008 with the purchase of Washington Mutual Bank’s mortgage 
warehouse platform. Chase funded its first mortgage warehouse client in September 
2008. In January 2009, Chase exited warehouse lending business relationships with its 
clients that focused on originating through brokers. Upon the determination to exit that 
segment of the business. Chase notified the three affected customers, provided them with 
ninety days to secure alternate financing, with another thirty days to wind down their 
accounts. In March 2009, Chase exited the remaining warehouse lending business. As 
with the first three customers, we have provided the remaining eight clients with ninety 
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days to find alternate financing, with another thirty-day period to close down the 
warehouse line of credit. 

JPMSI has not taken on new commitments for warehouse lines to residential 
mortgage originators since September 2008. JPMSI is allowing existing commitments to 
expire upon maturity and is not accelerating expiration dates. In addition, JPMSI is 
offering mortgage bankers an opportunity to renew at revised terms that take into account 
current market conditions. 

Question 13: 

Generally, JPMorgan Chase docs not provide specific disclosures concerning its 
legislative and regulatory priorities or the business rationale behind every initiative and 
position it undertakes. As to the Employee Free Choice Act, JPMorgan Chase has not 
engaged in any activity, including lobbying activity, intended to prevent or impede its 
enactment. 

JPMorgan Chase and its officers belong to many trade, industry, and business 
organizations, including the Financial Services Roundtable; however, JPMorgan Chase 
does not necessarily support all policies or political proposals such organizations may 
support. 

Question 14: 

We are proud of the important role we play in the United States and global 
economies. In 2008 in Ohio, specifically, JPMorgan Chase extended more than 27,000 
loans totaling $3.8 billion, of which 34.7% were made to low- or moderate-income 
borrowers or for homes located in low- or moderate-income communities in the state. In 
addition, JPMorgan Chase provided more than $108 million in community development 
loans and investments in Ohio in 2008. We continue to be a significant employer in 
Ohio — we operate more than 280 branches and employ 1 7.600 employees statewide. 
Finally, last year in Ohio, we contributed over $5,400,000 to charities. 

In addition, please see our answer in response to Question 5. 

Question 15: 

JPMorgan Chase is a leading global financial services firm with operations in 
more than 60 countries, including most of the world’s financial centers (e.g., Hong Kong, 
Singapore, London, Ireland. Luxembourg, Switzerland). As indicated in the firm’s Form 
10-K, JPMorgan Chase has subsidiaries in jurisdictions around the world, including some 
of the jurisdictions described as "tax haven and financial privacy jurisdictions” in The 
GAO’s December 2008 report entitled "Large U.S. Corporations and Federal Contractors 
with Subsidiaries in Jurisdictions Listed as Tax Havens or Financial Privacy 
Jurisdictions.” Several of these subsidiaries must be located in the foreign jurisdiction in 
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order to operate. For example, J.P. Morgan Securities Asia Private Limited, a securities 
dealer and corporate finance advisor located in Singapore, holds a Capital Markets 
Services license from the Singapore Monetary Authority and is required by Singapore 
law to be located in that country. Similarly, J.P. Morgan Bank (Ireland) PLC, a 
commercial bank located in Ireland that primarily services European clients, is required 
by Irish law to be located in Ireland. In addition, the income from many of these 
subsidiaries is fully taxable under U.S. law. For example, all of the income from Chase 
Re Limited (a reinsurer oflender-placed hazard insurance that is located in Bermuda) and 
JPMorgan Asset Management (Europe) S.a.r.l. (a Luxembourg company that provides 
certain services to European mutual funds) has been reported to the United States and has 
been fully taxed under U.S. law. 

Question 16: 

In Michigan in 2008. JPMorgan Chase made 33.300 loans totaling $5.2 billion, of 
which 33.8% were made to low- or moderate-income borrowers or for homes located in 
low- or moderate-income communities in the state. In addition. JPMorgan Chase 
extended at least $360 million in community development loans in Michigan in 2008. 

Question 17: 

With respect to Chrysler, JPMorgan Chase Bank, N.A. is Administrative Agent 
and one of a large number of senior secured lenders under that certain $7,000,000,000 
Amended and Restated First Lien Credit Agreement, dated as of November 29, 2007, 
among Carco Intermediate Holdco II LLC, Chrysler LLC, as borrower, JPMorgan Chase 
Bank, N.A., as Administrative Agent, Goldman Sachs Credit Partners L.P.. and Citibank, 
N.A.. as syndication agents and Morgan Stanley Senior Funding, Inc., as documentation 
agent (the “Credit Agreement’'). At the time of the hearing we had received a 
preliminary proposal from Chrysler to restructure the senior secured debt outstanding 
under the Credit Agreement in connection with its viability plan and a possible alliance 
with Fiat. 

If you have any questions concerning the foregoing, please do not hesitate to 
contact me at (212) 270-3220. 


Sincerely, 



Stephen M, Cutler 
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Responses of Robert P. Kelly, 

Chief Executive Officer of The Bank of New York Mellon Corporation, 
to Questions Submitted for the Record 

by the Members of the U.S. House Committee on Financial Services, And Certain 
Additional Information 


Question #1 

Mr. Bachus. I hear from responsible borrowers who are not in default and who are paying their 
payments on time, their interest payments in some cases, that their principle is being called, that 
they are being asked to do a 10 percent calldown on their principle, or that their credit lines are 
being restricted. And I know, in some cases, that this is probably a good lending practice 
because you are seeing some deterioration. But l would ask you, can we do a belter job than that? 
And can the regulators assist you in that, or is there something I hat we can do to avoid these 
cases? Because there are people that can make interest payments now, but they cannot begin to 
pay down principle. It is just the wrong time. So, to any of you who would like to answer that 
question. Or I will call on Mr. Lewis. Or, Mr. Stumpf, you didn't want the money, you took it, 
and you wish you didn't. I’m sure. And we are going to make money on that investment, but you 
can answer the question. 

The Chairman . I would ask those to whom it is relevant — obviously, not Mr. Blankfein or Mr. 
Kelly or Mr. Logue or Mr. Mack, but for the commercial bankers that are before us, if you could 
answer in writing, that would be very helpful. I think we would all like that, because I think that 
is one of the most frequently asked questions we have. So for Mr. Dimon, Mr. Lewis, Mr. Pandit, 
Mr. Stumpf, if you would answer that in writing, that would be very helpful. 

Answer 


The question above was not directed at The Bank of New York Mellon Corporation (“BNY 
Mellon”). 

Question #2 

Mr. Gutierrez . Let me just say to all eight of you that are here before us this morning, I would 
like for all of you to just kind of put in writing so that we could have it on record — and 1 don’t 
expect the answer here this morning — if each of you could just tell us how much your bank has 
paid itself on FDIC-guaranteed or other government-guaranteed financing, and what percentage 
of those finances were completed solely for the purpose of funding your bank. An example: I 
won’t name the bank, but you go out and you take $3 billion in one deal, and you go out with 
FD1C insurance, and you go to the market and you sell $3 billion worth of bonds in order to give 
yourself more liquidity. And they are FDIC-insured. Are you then paying your own investment 
banking firm? And how much are you paying your own staff, in terms of underwriting fees for 
selling what a kindergartner could sell out in the market today ? 
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Answer 


BNY Mellon has not had any debt or equity offerings since it issued securities to the U.S. 
Treasury in connection with TARP. If, however, it did offer debt guaranteed under the FDIC’s 
Temporary Liquidity Guarantee Program or offered any other securities in connection with a 
government-sponsored program, our affiliate BNY Mellon Capital Markets, LLC (“BNYM 
Capital Markets”), would most likely participate in the offering as a co-manager. Any fees paid 
to BNYM Capital Markets would be paid by BNY Mellon as issuer and not by the FDIC or any 
other government agencies. Such fees would be the same as those paid to any other similarly- 
situated member of the offering syndicate, and would be the result of bids solicited by the lead 
underwriter, which, in our case, would most likely be an unaffiliated third party. 

Question #3 

Mr. Watt . 1 am actually going to follow up on the question that Mrs. Capito has raised here, and I 
want to follow it up with Mr. Lewis and Mr. Stumpf, because they are the two banks that have 
the largest presence in my congressional district. But I suspect it is a question that is applicable 
to all folks. Because if you were asked to take TARP money, then you probably fit into the 
category of too big to fail. 1 think 1 started this discussion with Hugh McCall some years ago 
around the issue of deposit caps and became convinced of the merits of having banks large 
enough to be worldwide competitive, so I understand that aspect. 1 have had the discussion with 
Ken Thompson and even back to John Medlin when they were saying that Wachovia didn't have 
to worry about that because it didn't have a nationwide footprint, but now Wells Fargo, the 
owner of what used to be Wachovia, does have a nationwide footprint. Then, most recently, 
yesterday. Secretary Bernanke started to raise more concerns about this whole question of too 
big to fail. So I guess my question is whether, in that context, an even more aggressively 
regulated framework for larger banks, and maybe even not only banks but institutions that have 
systemic risk potentials, might be appropriate? What is your assessment of that, Mr. Lewis and 
then Mr. Stumpf? And the rest of you all can respond in writing, / guess, because we won't have 
time to hear from everybody. 

Answer 


The Bank of New York Mellon urges Congress to consider a reform of the regulatory framework 
that would: 

• Establish a system supervisor to oversee the financial system in totality; 

• Ensure comprehensive supervision of all financial institutions; 

• Achieve significant regulatory streamlining and rationalization; 

• Ensure greater regulatory cooperation, efficiency, and consistency; 

• Improve financial market transparency; and 

• Enhance cross-border supervisory cooperation. 
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Question #4 

Mr. Watt . Let me ask one other question going back to credit card risk and the impact on the 
economy in general. Is it your all's estimate — and you can submit this in writing — that the size of 
this stimulus is sufficient to serve that purpose for which it is being represented ? / will let you 
respond to that later. 

Answer 


It is our hope that the stimulus bill, together with all the other programs being implemented, will 
achieve their desired objectives. We continue to face a very difficult economic environment and 
have a long way to go to get the credit markets functioning well again. We believe we must 
vigorously guard against a return to the market's precarious position last fall. It would 
undermine confidence in our financial system and our economy, possibly for the very long term. 

Question #5 

Mr. Ackerman . Could you each send us in writing what you did with all of those billions of 
dollars that you got? Is anybody unwilling to do that at this point? Is anybody going to say, it is 
nol your business; we don't have to? We will expect that from each of the eight of you in writing 
then. 

Answer 


In October, the Treasury allocated to BNY Mellon $3 billion of the $350 billion allocated to date. 
In exchange for the $3 billion investment, the U.S. government received preferred stock and 
warrants; and BNY Mellon agreed to pay the government $150 million a year in dividends until 
it repaid the $3 billion. 

As 1 explained in my testimony, BNY Mellon is a bank for banks. It generally does not engage 
in direct lending to consumers or businesses. Consistent with its business model and the 
objectives of the TARP program, BNY Mellon used the $3 billion to purchase $1.7 billion in 
mortgage-backed securities and debentures issued by the U.S. Government through government- 
sponsored entities. This helped to increase the amount of money available for those entities to 
lend to qualified borrowers in the residential housing market. BNY Mellon also purchased $900 
million of debt securities of other healthy financial institutions to improve liquidity and help 
them lend to consumers and businesses. And BNY Mellon used the remaining $400 million for 
interbank lending to other healthy financial institutions. The purpose of the investments was to 
provide liquidity, funding, and stability to the markets. 

These activities are primarily in the secondary markets, whose proper functioning is fundamental 
to the flow of credit for the U.S. economy. By adding liquidity there, we are helping lenders 
generate the funds they need to offer more loans, 

BNY Mellon has not used any of the TARP funds to pay dividends, bonuses or compensation of 
any kind, nor will it. BNY Mellon has not and will not use any of the funds to make acquisitions 
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either. BNY Mellon will not only repay the $3 billion to the Treasury, but it also fully intends to 
deliver a very good return on investment for taxpayers. BNY Mellon has been profitable in each 
of the four quarters of 2008. 

BNY Mellon has also disclosed how it has used the TARP money in detailed monthly reports 
that are submitted to the Treasury, and it will continue to do so as required from time to time by 
applicable regulatory requirements. 

Question #6 


Mr, Sherman . Next is a question insisted upon by three new friends I have in Detroit. I would 
like you to provide for the record a detailed statement about planes and perks , but for now 1 
would like you to raise your hand if your company currently owns or leases a private plane. Let 
the record show all the hands went up except for the gentleman from Goldman Sachs. 

Answer 


As an ever-growing global company with approximately 42,000 employees in more than 34 
countries and six continents around the world, our executives travel constantly. In managing our 
businesses, they must take trips throughout Asia, Europe, South America and the Middle East to 
visit our employees and clients. We have two corporate aircraft that allow us to make travel time 
an efficient use of resources. Last year, these aircraft combined to carry more than 2,000 
passengers, often visiting multiple sites in a single day or even multiple countries in a shorter 
period of time. Several executives frequently travel together on these trips, thereby using our 
corporate aircraft to conduct a wide range of meetings and proprietary discussions, which simply 
is not possible on commercial travel. 

In early 2008 and before our participation in TARP, our Board of Directors’ Human Resources 
and Compensation Committee reviewed the perquisites provided to our senior executive officers 
and determined to reduce significantly the perquisites effective as of January 1, 2009. In making 
its determination, the committee’s primary focus was to retain perquisites that were important for 
the conduct of the business and for security reasons. The committee elected to discontinue 
financial planning services, personal cars, parking, supplemental long-term disability insurance, 
medical physical examinations, personal use of club memberships, home security and personal 
liability insurance perquisites. I gave up my personal car, parking and financial planning 
services effective January 1, 2008. As reported in our 2009 Proxy Statement, I received “All 
Other Compensation” (including perquisites) valued at approximately $340,000. 

Question #7 

Mr. Meeks . I am talking now specifically about the TARP and/or the FDIC Temporary 
Liquidity Guarantee Program and the fees that would be utilized by underwriters therein. I think 
that Mr. Pandit talked earlier about that; the money that is legal, that you have to— by law you 
have to have it underwritten. My question is there is also opportunities therefor it to be farmed 
out to others or contracted out to other minority firms or small firms, and I was wondering if 
anyone has done it with any of those fees specifically, with public dollars. 
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Answer 

As noted above, BNY Mellon did not earn or have the opportunity to earn underwriting fees 
through any offering made by BNY Mellon in connection with the TARP or FDIC Temporary 
Liquidity Guarantee Program, as BNY Mellon has not made any such offerings to date. In the 
event that our affiliate, BNYM Capital Markets has the opportunity to participate in one of BNY 
Mellon’s future offerings, it will do so under the terms described in the response to Question #2, 
above. 

With respect to minority contracting generally, BNY Mellon has a very active Supplier Diversity 
Program — with more than 12 percent of its competitive spend allocated to diverse companies, 
including minority- and women-owned firms, small businesses and veteran-owned firms. 
Minority-owned firms represented six percent of overall competitive spend. That percentage has 
increased since BNY Mellon’s merger and BNY Mellon expects it to continue to grow. 

As you may be aware, BNY Mellon last fall was awarded a competitive contract to provide 
back-office support for certain TARP-related activities. In connection with that contract, BNY 
Mellon identified minority- and women-owned firms to help perform these functions. However, 
the changes in the original TARP program, most notably the cancellation of the purchase of 
troubled assets, have significantly reduced the amount of personnel and other operational support 
that is needed. One of the main reasons Treasury selected BNY Mellon is that it already had in- 
house capabilities to meet the vast majority of the program needs. If the program expands and 
BNY Mellon needs additional assistance, it is poised to make minority-owned firms a priority in 
its procurement efforts. 

Question #8 

Mr. Lance . And I recognize that you [Mr. Lewis] are Bank of America and not Merrill Lynch, 
and there was a great deal of pressure on Bank of America to merge with Merrill Lynch, but we 
are ail disturbed about the level of bonuses from Merrill Lynch. Was Bonk of America aware of 
the contractual nature of those bonuses? And are those eontracts a matter of public record, or 
can they be made a mailer of public record? / certainly would be interested, and I imagine the 
committee would be interested, in whatever information is available as a matter of public record 
regarding that. 

Answer 

The questions above were not directed at BNY Mellon. 

Question #9 

Mr. Canuano . Just by a show of hands, how many of your banks either directly or indirectly— 
and by indirectly I mean by loaning money to people that you knew would be using this money to 
invest in credit default swaps. How many of you engage in that? How many of you directly 
engage in purchasing or investing in credit default swaps? How many of you directly or 
indirectly engaged in CDOs? How many of you have — 
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The Chairman . Excuse me, we have a very good recorder, but recording raised hands doesn't 
work, so we wiil need some oral. 

Mr. Capuano . We can fill that in later. That is fair. 

Answer 


BNY Mellon in its normal course of business makes secured and unsecured loans to financial 
institutions. Many of these institutions both purchase and sell credit default swaps as part of 
their business models. BNY Mellon has made no credit facilities available for the explicit 
purpose of purchasing or selling these instruments. 

BNY Mellon purchases credit default swaps for the limited purpose of hedging our exposure 
from loans that we extended. We do not purchase credit default swaps for trading or speculation 
and we do not sell credit default swaps. 

Question #10 

Mr. Paulsen . Maybe 1 can ask one other question. As wc consider the regulations for the 
financial markets, because we are going to be doing that now to sort of get rid of the crisis that 
we are in, prevent another one from happening or deepening this crisis actually, what are the 
largest concerns about overregulating, going down the road of Sarbanes-Oxley in terms of 
moving in that direction, and stepping too far where we arc intending to be helpful, but actually 
it could be very harmful? Is there anything specific you can draw out that we should be very 
cautious of? 

Mr. Lewis . 1 think my main concern around compensation, for instance, is it is okay to do the 
things that arc being talked about at the very top, but if you start to go too low in the organization, 
you will run off key talent to foreign competitors. 

Mr. Kelly . It is one of our greatest worries. 

The Chairman . While the gentleman yields back, let me take advantage because I am going to 
ask you to submit in writing, I understand the argument you make about foreign competition. It 
has been my impression that people here have generally been better compensated than people in 
these other countries. So l would ask you to submit to me some cross-national comparisons. I 
am, frankly, skeptical from what I have seen that they are paying so much more in other places. 
Certainly not at your level. So I would be interested in those cross-national comparisons. You 
are going to have to prove to me that you are really at risk if there is some moderation. 

Answer 


1 am particularly concerned about our senior employees who are in revenue producing roles - 
those who do not play a role in the senior management of the company. These individuals are 
well known in the industry, are very portable, and will be recruited by companies who are not 
constrained by the pay limits imposed by ARRA. Deutsche Bank's CEO commented that the pay 
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caps on executive pay proposed by the Treasury Department in early February, 2009 would help 
non-TARP institutions like his recruit other firms’ most talented people. I believe that he said: 
“...1 think talent will be happy to work for us. At the end of the day, this is a people business, 
about who has the best talent." 

Whether or not you are a TARP bank, a non-U.S. company with a U.S presence, a boutique or 
hedge fund, we are all focused on retaining our critical talent. If we cannot pay competitively and 
retain our talent, we lose our ability to perform and compete in the marketplace. 

Other recent comments in the press from compensation consulting firms support this view: 

Alan Johnson, managing director of Johnson Associates Inc., a New York compensation 
consultancy that advises Wall Street firms, said “At the moment, no one can tell bankers whether 
they will or won’t get paid for the work they do in 2009. It will get worse the longer this goes 
on.” Mr. Johnson predicted that the legislation as written would result in a mass exodus of top 
earners. “Who would stay for a 90% pay cut?” Mr. Johnson asked. 

Richard Smith of the Sibson compensation consulting firm stated, “[tjhere will be a flood of top 
performers leaving tor positions that have no restrictions.” The pay rules “will slow the only 
financial engine that can pull the economy out of this mess.” 

Over the last few weeks, BNY Mellon has experienced several key losses from its investment 
businesses. Departing employees have noted concerns aboui the uncertainty of pay at our 
company and that they are finding interesting opportunities being presented to them from asset 
management firms that are not TARP recipients. 

Question #11 

Mr. Miller . Now, obviously, everyone has spoken of a problem with confidence in the industry, 
and Chairman Bemanke yesterday compared the proposal for a stress test to the bank holiday in 
1933 in the New Deal, a comparison that occurred to me as well. Do your current safety and 
soundness regulators have the capacity, the sophistication, the expertise, to do a credible stress 
test, or what do we need to do to make sure that any stress test is credible and ire know that any 
bank that gets a clean bill of health is in fact safe and sound? 

Mr. Blankfein . I believe they are capable. I have only had a 3-month relationship with my new 
regulator. 

The Chairman . We will have to take the rest of the answers in writing. 


Answer 


BNY Mellon believes its regulators, the Federal Reserve Bank of New York, the New York State 
Banking Department, and the Office of the Comptroller of the Currency, are all capable and have 
sufficient expertise to conduct a credible stress test. BNY Mellon has performed stress tests on 
its portfolio for several years and have found the regulators to be quite sophisticated in their 
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review of the analysis. Most recently, BNY Mellon performed the stress test required by the 
Supervisory Capital Assessment Program. During this process, the regulators, especially the 
New York Federal Reserve, have demonstrated the capacity, sophistication, and the expertise to 
insure that BNY Mellon’s analysis was credible and complete. 

Question #12 

Mr, Cleaver . Do you believe that warehouse lending is safe and profitable? Well, some Wall 
Street banks are involved in warehouse lending. Warehouse lending is when you issue a line of 
credit to an originator, usually it is for about 30 days, and then they, of course, sell the mortgage 
somewhere else. 

The Chairman . The one where I think we have had the problem, there were developers, people 
who had accumulated property, and then they were counting on the line of credit to be able to 
finance these purchases and were shut down in the middle. That is the specific complaint that 1 
have heard. I don't know about the gentleman from Missouri. 

Mr. Cleaver . Yes, that is precisely it. And one Wall Street investment bank at one point not 
long ago had a $250 million line of credit just for one originator. So all that has dried up. How 
in the world are we going to deal with the housing crisis, the home builders and the realtors, if 
warehouse lending is being evaporated? You [Mr. Stumpf] are the only one that participates in 
it, and yours is at a minimum. I needed to just say that, because it is a problem in every 
community, and my community is no less being hit. 

The Chairman . Let me say, and / appreciate the gentleman raising that, / would ask that you 
give us in writing a response, because the gentleman raises a very important question. 1 will tell 
you, we hear a lot of this from our colleagues. It is the cutting off of the warehouse lending 
relationship in the middle of the movie, when there is inventory of some kind that was going to 
be financed by the warehouse lending and is cut off. 1 would ask you to talk to your people and 
give us answers in writing, and I would hope the answer would be that, well, yes, that is a 
problem, and even if we don't want to take open any new commitments, we will allow for the 
orderly unwinding of the existing commitments. I think that is the focal point we have heard. 

Answer 


We continue to provide, and in some instances increase, “mortgage warehouse facilities” to 
mortgage originators that have had a long business relationship with BNY Mellon. Properly 
structured, we believe “warehouse lending” can be safe and profitable. Our mortgage warehouse 
facilities are typically committed and secured. Our warehouse portfolio is approximately $150 
million and has declined over the past two years as a result of industry stress. Consequently, 
several clients exited the business and in certain situations, filed for bankruptcy. We continue to 
explore opportunities within the sector for transactions that are appropriately structured to 
companies with an established track record. 
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Question #13 

Mr. Eilison . Do you [Mr. Lewis] think it is appropriate while in receipt of TARP funds to be 
trying to defeat measures such as the Employee Free Choice Act? Wouldn’t you agree that your 
company needs to be using those jimds for their intended purpose— and not trying to defeat 
union organizing? Weil, 1 just wanted to put into the record, have unanimous consent to have 
entered into the record this letter from Change to Win to Mr. Steve Bartlett, who was with the 
Financial Services Roundtable. In it he describes a conversation in which several - companies 
which received TARP funds were having some fairly frank conversations about lobbying. 1 find 
it pretty disturbing; and / would like you to respond to this letter , if you would, sir, because it 
specifically mentions your company. 

Answer 

The questions above were not directed at BNY Mellon. 

Question #14 

Mr. Wilson . What have we done to restore the confidence in the financial community that is 
going to help small businesses like the one l represent in Ohio to be able to get their line of 
credit to be able to buy goods for the spring and for the summer selling season? What has been 
done with the TARP money? Mr. Dimon, could I address that question to you? 

Answer 


The questions above were not directed at BNY Mellon. 

Question #15 

Ms. Sneier . There is a GAO report that just came out in December of 2008, and it talked about 
the number of the biggest financial institutions both in size and in their bailout receipts and that 
they maintain revenues in offshore tax haven countries where there are no nominal taxes and 
minimal, if any, reporting. Morgan Stanley has 273 locations of which 158 or well more than 
half arc in the Cayman Islands. Again, Morgan Stanley has about an 1 8 percent subsidy from the 
taxpayers right now. Are you willing to bring those offshore tax havens home to America? 

Mr. Mack. Congresswoman, I would have to give you the exact details and come back to you. I 
cannot give you the complete answer, but I will give you the answer when I return. 

Answer 


The question above was not directed at BNY Mellon. 
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Question #16 


Mr. Peters . I appreciate both your [Mr. Lewis and Mr. Dimon] comments, but is it possible to 
get numbers so I can just gel a sense of how the loan volume is different in Michigan than other 
Slates? Would you both be willing to provide that information ? 

Answer 

The question above was not directed at BNY Mellon. 

Question #17 

Mr. Peters . How many of you are creditors to the auto industry, ha\’e substantial loans or 
substantial debt instruments of some form or another? Basically all of you, except Mr. Stumpf. 
Everybody has it Well, then, how many of you have received proposals from the auto 
companies? Proposals from the auto companies to restructure that debt, which, as you know, is a 
condition that has placed on it to have substantial concessions from debt holders to renegotiate 
that debt. How many of you have already received specific proposals from the auto companies? 

Answer 


At December 31, 2008, total exposures in our automotive portfolio included S224MM of secured 
exposure to two of the big three U.S. automotive manufacturers and a total of S169MM to seven 
suppliers. To date, we have not received proposals to restructure any of these exposures. We did 
recently approve an amendment to an existing credit facility providing a domestic original 
equipment manufacturer the flexibility to move forward with its restructuring plans. 

Additional Information Concerning Long-Term Equity Compensation Program 

At its hearing on February 1 1, 2009, the Committee asked all of the witnesses to 
state how much salary, bonus or other compensation they received in 2008. To round out this 
picture, however, the Committee may also be interested to learn about BNY Mellon’s long-term 
incentive equity compensation program as well as recent changes we have made to it. 

As I noted in my testimony, my salary was $1,000,000 and 1 did not receive a bonus for 

2008. 


Pursuant to our 2008 long-term incentive compensation program, senior executive 
officers were granted a certain number of stock options and performance shares of BNY Mellon 
stock. This program is designed to incent senior executives’ long-term commitment to BNY 
Mellon and to align their interests with a long-term increase in shareholder value. 

In the first quarter of 2008, and on the same schedule as used by our predecessor 
companies, our Board of Directors’ Human Resources and Compensation Committee determined 
the equity incentive awards for our senior executive officers. Pursuant to our program, 1 was 
granted options for 769,936 shares of BNY Mellon common stock, which vest in equal annual 


10 



228 


installments over the first four years from the date of the grant. These options have an exercise 
price of $42.31 per share, the closing market price on March 10, 2008, the date of grant. 
Inasmuch as BNY Mellon's stock is trading far below that price, these options have no current 
exercise value and they are underwater. In addition, I was granted 51,329 performance shares. 
These performance shares vest at the end of a three-year performance period in an amount, if any, 
based on BNY Mellon’s total shareholder return performance relative to our peers and the S&P 
500 Financial Index. The Human Resources and Compensation Committee retains the right to 
reduce the number of shares distributed to me at the end of that three-year period. 

In July 2008, the Committee adopted a new recoupment policy with respect to equity 
awards we grant to our executives, including our senior executive officers. Under the policy, we 
may cancel all or any portion of unvested equity awards made after the adoption of the policy as 
well as require repayment of any shares (or value thereof) of the award or amounts which were 
acquired from the award if: 

• an executive engages in conduct or we discover that the executive is engaged in conduct that 
is materially adverse to our interests, including failure to comply with our rules or regulations, 
conduct constituting fraud, or conduct contributing to any financial restatements or 
irregularities; 

• during the course of the executive’s employment, the executive engages in solicitation and/or 
diversion of customers or employees and/or competition w'ith us; or 

• following termination of the executive’s employment w'ith us for any reason, with or without 
cause, the executive violates any post-termination obligations or duties owed to us or violates 
any agreement with us. 

In addition, in connection with the TARP Capital Purchase Program (“CPP”), we were 
required to provide for the recovery' of any bonus or incentive compensation paid to any senior 
executive officer based on financial statements or any other performance metric that is later 
proven to be materially inaccurate. In order to comply with this requirement, each senior 
executive officer agreed in a letter executed in connection with our participation in the TARP 
CPP that bonus and incentive compensation paid to the executive during the period that the 
Treasury holds an equity or debt position acquired under the TARP CPP are subject to recovery 
or “clawback” by BNY Mellon if the payments were based on materially inaccurate financial 
statements or any other materially inaccurate performance metric criteria. 

If the Committee would like additional information concerning long-term equity awards 
that were granted in prior years but which vested in 2008, please let me know and I would be 
happy to provide that information, which is also available from BNY Mellon’s public filings. 
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Question SI- 


(BACHUS) I have one question, one urging. I hear from responsible borrowers who are not in default and 
who are paying their payments on time, their interest payments in some cases, that their principle is being 
called, that they are being asked to do a 10 percent caildown on their principle, or that their credit lines are 
being restricted. And I know, in some cases, that this is probably a good lending practice because you are 
seeing some deterioration. But I would ask you, can we do a better job in that? And can the regulators assist 
you in that, or is there something that we can do to avoid those cases? Because there are people that can 
make interest payments now, but they cannot begin to pay down principle. It is just the wrong time. 

I 

So, to any of you who would like to answer that question. Or I will call on Mr. Lewis. Or, Mr. Stumpf, you 
didn't want the money, you took it, and you wish you didn’t, I am sure. And we are going to make money 
on that investment, but you can answer the question. 

Mr. STUMPF. Well, thank you. And we have clarified our statements. We are happy to have the money. It 
strengthened the industry, and that is good — 

Mr. BACHUS. But, yes, I guess what I meant is first you said we don’t need the money. But I appreciate it. 

Mr. STUMPF. With respect to borrowers, in our company, frankly, we have been growing loans the last IS 
months. As I mentioned in my testimony, many others have retrenched. And we think these are actually 
good times Co make loans to credit worthy borrowers. We make money when we make loans. That is our 
business. We want to serve customers, help them educate children, buy homes, small businesses to develop 
products and services that they can sell and serve other customers. In some cases, it is prudent. You have to 
cut back on a tine. But we have not done a system-wide. It has been very much individual, one customer at 
a time, working with them. And we want to stick with them if we possibly can. But also, unfortunately, not 
every borrower who wants or needs money can afford it today. And we have to be prudent — 

The CHAIRMAN. If the gentleman would yield briefly, that is such an important question that so many of 
us have been asked to get answers to. I would ask those to whom it is relevant — obviously, not Mr. 
Blankfein or Mr. Kelly or Mr. Logue or Mr. Mack, but for the commercial bankers that are before us, if you 
could answer in writing, that would be very helpful. I think we would all like that, because I think that is 
one of the most frequently asked questions we have. So for Mr. Dimon, Mr. Lewis, Mr. Pandit, Mr, 

Stumpf, if you would answer that in writing, that would be very helpful. 


Question 2- 

Mr. GUTIERREZ. Let me just say to all eight of you that are here before us this morning, I would like for 
all of you to just kind of put in writing so that we could have it ou the record — and I don’t expect the 
answer here this morning — if each of you could just tell us how much your bank has paid itself on FDIC- 
guarantecd or other government-guaranteed financing, and what percentage of those finances were 
completed solely for the purpose of funding your bank. An example: I won’t name the bank, but you go out 
and you take $3 billion in one deat, and you go out with FDIC insurance, and you go to the market and you 
sell $3 billion worth of bonds in order to give yourself more liquidity. And they are FDIC-insured. Are you 
then paying your own investment banking firm — I am sorry, Mr. Chairman. 

The CHAIRMAN. Finish the question. 

Mr. GUTIERREZ. Are you then paying your own investment banking firm? And how much are you paying 
your own staff, in terms of underwriting fees for selling what a kindergartner could sell out in the market 
today? 

The CHAIRMAN. Let me just say, as we conclude this, we will take these answers in writing. Also, all 
members have the right to submit further written questions. I think this is important. There will be some 
clarification. So we will be submitting some further written questions, as well. 
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Question 3- 


Mr. WATT. Thank you. Madam Chairman. I am actually going to follow up on the question that Mrs. 
Capita has raised here, and I want to follow it up with Mr. Lewis and Mr. Stumpf, because they are the two 
banks that have the largest presence in my congressional district. But I suspect it is a question that is 
applicable to all of these folks. Because if you were asked to take TARP money, then you probably fit into 
the category of too big to fail. I think I started this discussion with Hugh McCall some years ago around the 
issue of deposit caps and became convinced of the merits of having banks large enough to be worldwide 
competitive, and so I understand that aspect. I have had the discussion with Ken Thompson and even back 
to John Medlin when they were saying that Wachovia didn’t have to worry about that because it didn’t 
have a nationwide footprint, but now Wells Fargo, the owner of what used to be Wachovia, does have a 
nationwide footprint. Then, most recently, yesterday, Secretary Bernanke started to raise more concerns 
about this whole question of too big to fail. So I guess my question is whether, in that context, an even 
more aggressively regulated framework for larger banks, and maybe even not only banks but institutions 
that have systemic risk potentials, might be appropriate? What is your assessment of that, Mr. Lewis and 
then Mr. Stumpf? And the rest of you all can respond in writing, I guess, because we won’t have time to 
hear from everybody. 

Question 4- 

Mr. WATT. I don’t want to cut you off, but I know where you are going, and I am not sure that that is 
going to address the public necessity, because then that leaves it to the individual goodwill, good intentions 
or good execution, which, if it is a systemic problem, may work out well, may not work out well. Let me 
ask one other question going back to credit card risk and the impact on the economy in general. Is it your 
all’s estimate — and you can submit this in writing — that the size of this stimulus is sufficient to serve the 
purpose for which it is being represented? I will let you respond to that later. 

Question 5- 

Mr. ACKERMAN. But if you did $35 billion last time, you did $35 billion this time, we gave you $25 
billion more to do it, nothing of that went out then. Could you each send us in writing what you did with all 
of those billions of dollars that you got? Is anybody unwilling to do that at this point? Is anybody going to 
say, it is not your business; we don’t have to? We will expect that from each of the eight of you in writing 
then. 

Okay, the $165 billion that we have put into you-all’s companies shows that we have some degree of 
confidence in what you are going to do with that money and that you are going to be around. Each of you 
are individually wealthy. Could you go down the line and just give us a number, how much of your 
personal money you have invested in your company in new money during the last 6 months? And zero is a 
number 

Onestiun 6- « 


Mr. SHERMAN. Next is a question insisted upon by three new friends I have in Detroit. I would like you 
to provide for the record a detailed statement about planes and perks, but for now I would like you to raise 
your hand if your company currently owns or leases a private plane. Let the record show all the hands went 
up except for the gentleman from Goldman Sachs, 


Question 7 - 

Mr. MEEKS. I am talking now specifically about the TARP and/ or Ihe FDIC Temporary Liquidity 
Guarantee Program and the fees that would be utilized by underwriters therein. I think that Mr. Pandit 
talked earlier about that; the money that is legal, that you have to — by law you have to have it underwritten. 
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My question is there is also opportunities there for it to be farmed out to others or contracted out to other 
minority firms or small firms, and I was wondering if anyone has done it with any of those fees 
specifically, with public dollars, 

Mr. STUMPF. Yes, we have done that. 

Mr. PANDIT. Congressman, I don’t have the facts. I can get you the facts. I believe we do that, but let us 
get you the information. 

Question 8- 

Mr. LANCE. Thank you. And following up on a line of questioning from Congresswoman Maloney earlier 
in the hearing. And this is to you, Mr. Lewis. And I recognize that you are Bank of America and not Merrill 
Lynch, and there was a great deal of pressure on Bank of America to merge with Merrill Lynch, but we are 
all disturbed about the level of bonuses from Merrill Lynch. Was Bank of America aware of the contractual 
nature of those bonuses? 

Mr. LEWIS. Yes. As we got on in our due diligence, we saw the contracts, yes. 

Mr. LANCE. And are those contracts a matter of public record, or can they be made a matter of public 
record? 

Mr. LEWIS. I don’t know the answer to that, but there were — as I mentioned, there were two or three that 
were very, very large and were contractual obligations of Merrill Lynch. 

Mr. LANCE. I certainly would he interested, and I imagine the committee would be interested, in whatever 
information is available as a matter of public record regarding that. I believe thatTARP funding is, of 
course, fungible, and that from our perspective those bonuses are really from TARP funds. 

Question 9 - 

Mr. CAPUANO. Thank you, Mr. Chairman. Gentlemen, you have been asked a lot of questions, and you 
seemingly answer them honestly to me. I have a couple of more detailed questions. 

Just by a show of hands, how many of your banks either directly or indirectly— and by indirectly I mean by 
loaning money to people that you knew would be using this money to invest in credit default swaps. How 
many of you engage in that? 

Mr. MACK. We engage in credit default swaps, but when you are asking the question are we lending 
money for them to do that, I have to come back and give you specifics. I cannot tell you. 

Question 10- 

Mr. PAULSEN. Maybe I can ask one other question. As we consider the regulations for the financial, 
markets, because we are going to be doing that now to sort of get rid of the crisis that we are in, prevent 
another one from happening or deepening this crisis actually, what are the largest concerns about 
overregulating, going down the road of Sarbanes-Oxley in terms of moving in that direction, and stepping 
too far where we are intending to be helpful, but actually it could be very harmful? Is there anything 
specific you can draw out that we should be very cautious of? 

Mr. LEWIS. I think my main concern around compensation, for instance, is it is okay to do the things that 
are being talked about at the very top, but if you start to go too low in the organization, you will run off key 
talent to foreign competitors. 

Mr. PAULSEN. Is that a shared view among others? 

Mr. KELLY. It is one of our greatest worries. 
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Mr. STUMER. Yes, there ate many businesses that we are in that are commission-based, for example, and 
if we limit across-the-board or whatever, we could lose some of the most productive people and some of 
the most important parts of our business. 

Mr. PAULSEN. Thank you. 

Mr. STUMPF. It is widely dispersed. 

The CHAIRMAN. While the gentleman yields back, let me take advantage because I am going to ask you 
to submit in writing, I understand the argument you make about foreign competition. It has been my 
impression that people here have generally been better compensated than people in these other countries. 
So I would ask you to submit to me some cross-national comparisons. I am, frankly, skeptical from what I 
have seen that they are paying so much more in other places. Certainly not at your level. So I would be 
interested in those cross-national comparisons. You are going to have to prove to me that you are really at 
risk there if there is some moderation. 

Question 11- 1 

Mr. MILLER. Now, obviously, everyone has spoken of a problem with confidence in the industry, and 
Chairman Bemanke yesterday compared the proposal for a stress test to the bank holiday in 1933 in the 
New Deal, a comparison that occurred to me as welL Do your current safety and soundness regulators have 
the capacity, the sophistication, the expertise, to do a credible stress test, or what do we need to do to make 
sure that any stress test is credible and we know that any bank that gets a clean bill of health is in fact safe 
and sound? 

Mr. BLANKFEIN. I believe they are capable, I have only had a 3- month relationship with my new 
regulator. 

The CHAIRMAN. We will have to take the rest of the answers in writing. 

Question 12- 


(CLEAVER) What I want to talk to you is not that. I want to talk to you, Mr. Blankfein, first of all. Do you 
believe that warehouse lending is safe and profitable? 

Mr. BLANKFEIN. I am sorry, warehouse lending? Against a physical warehouse? 

The CHAIRMAN. No. Any one of the retail bank people, they know what we mean by warehouse and 
probably ought to take that. 

Mr. CLEAVER. Well, some Wall Street banks are involved in warehouse lending. Warehouse lending is 
when you issue a line of credit to an originator, usually it is for about 30 days, and then they, of course, sell 
the mortgage somewhere else. 

Mr. STUMPF. We are familiar with the business. We do very little of it, if any, anymore, primarily because 
we would rather make loans, our home loans, ourselves. We have a set of auditors. We have a set of 
principles, values, so we make sure the mortgage is for the benefit of the customer. They understand the 
terms and conditions. It helps them and so forth. So it is hard to control when 
you are a warehouse lender. 

Mr. CLEAVER. So most of you don’t do warehouse lending, which is one of ibe problems. That is one of 
the problems. If a mortgage company in my district is making loans, or trying to make loans, and the 
liquidity is not available, and it has been constrained a great deal recently, it is diffidult for them to 
originate the loans because they don’t have access to the capital, and with more and more people avoiding 
warehouse lending, it is hurting local mortgage companies. Wouldn't you agree? 
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Mir. STUMPF. We have been out of the warehouse lending business for 5 or 6 or 7 years, and the reason we 
got out is because we saw them doing crazy things that we wouldn't do ourselves, so why do we want to be 
a part of that? It was too risky for us. 

The CHAIRMAN. Will the gentleman yield, and I will give him some extra time, because he is on to a 
central issue that I have heard a lot of complaints from my colleagues about. And one of them is, it is one 
thing to say we are not going to take on my new warehouse lending, but we have been told there are people 
who had accumulated an inventory based on their ability to do warehouse lending, and they were cut off in 
the middle. So there is a considerable degree, we have heard this from several members, there are people 
who had a warehouse lending relationship and had made certain commitments on the assumption that they 
would have that capacity, and it was cut offbefore they could sort of wind down the business in a 
reasonable way. I wonder if there is anybody familiar with that issue, because that is a particular form of it 
that I have heard a lot of complaints about, from builders. 

Mr. STUMPF. I am not an expert in warehouse in mortgage lending, but there are two kinds. One we 
actually finance, you give them a line of credit. Another one is where they do their own mortgages, and you 
buy them, and then you process them. I don't know which one it is. 

The CHAIRMAN. Tire one where I think we have had the problem, there were developers, people who had 
accumulated property, and then they were counting on the line of credit to be able to finance these 
purchases and were shut down in the middle. That is the specific complaint that 1 have heard. I don’t know 
about the gentleman from Missouri. 

Mr. CLEAVER. Yes, that is precisely it. And one Wall Street investment bank at one point not long ago 
had a $250 million line of credit just for one originator. So all that has dried up. How in the world are we 
going to deal with the housing crisis, the home builders and the realtors, if warehouse lending is being 
evaporated? 

You are the only one that participates in it, and yours is at a minimum. I needed to just say that, because it 
is a problem in every community, and my community is no less being hit. The final issue I want to raise is 
that I am woefully unimpressed with the diversity of this panel, of not only the panel but the folk who sit 
behind you. I don’t know how many rows deep we would have to go to have some diversity. 

Thank you, Mr. Chairman. 

The CHAIRMAN. Let me say, and I appreciate the gentleman raising that, I would ask that you give us in 
writing a response, because the gentleman raises a very important question. I will tell you, we hear a lot of 
this from our colleagues. It is the cutting off of the warehouse lending relationship in the middle Of the 
movie, when there is inventory of some kind that was going to be financed by the warehouse lending and is 
cut off. I would ask you to talk to your people and give us answers in writing, and I would hope the answer 
would be that, well, yes, that is a problem, and even if we don’t want to take open any new commitments, 
we will allow for the orderly unwinding of the existing commitments. I think that is the focal point we have 
heard. 

Question 13- 

Mr. ELLISON. Do you think it is appropriate while in receipt of TAKP funds to be trying to defeat 
measures such as the Employee Free Choice Act? 

Mr. LEWIS. I think doing what is in the best interest of your company is always the best thing to do. So 1 
wouldn’t point to any one thing and say, just because you have TARP fund, you can’t do something. 

Mr. ELLISON. But, as has been pointed out already, money is fungible. What you don't use one place you 
can switch and use other monies for that while you are using TARP funds. Wouldn’t you agree that your 
company needs to he using those funds for their intended purpose — 


Mr. LEWIS. Yes. 
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Mr, ELLISON, —and not trying to defeat union organizing? 

Mr. LEWIS. And $45 billion is in the context of $230 billion in equity. So you have got to think of it in the 
context of a much larger number. . 

Mr. ELLISON, Bight. Well, I just wanted to put into the record, have unanimous consent to have entered 
into the record this letter from Change to Win to Mr. Steve Bartlett, who was with the Financial Services 
Roundtable. In it he describes a conversation in which several companies which received TARP funds were 
having some fairly frank conversations about lobbying. I find it pretty disturbing; and I would like you to 
respond to this letter, if you would, sir, because it specifically mentions your company. 

The CHAIRMAN. We have general leave, so it will be part of the record. 

Question 14- 

Mr. WILSON. Okay. Maybe I can rephrase my question, Mr. Chairman. 

There are a lot of people in Ohio that are really upset about the way things have been handled, the 
arrogance, the way things have been done, what has happened, the PNC purchase of National Citi with 
TARP funds, on down the line. It could go on and on. But what have we done to restore the confidence in 
the financial community that is going to help small businesses like I represent in Ohio to be able to get their 
line of credit to be able to buy goods for the spring and for the summer selling season? What has been done 
with the TARP money? Mr. Dimon, could I address that question to you? 

Mr. DIMON. I think we put in the record a lot of what has been done with the TARP money. We have lent 
in the last 90 days I believe it was $250 billion; $90 billion to corporations, $50 billion to consumers, net 
and increased credit lines; $50 billion in interbank markets; $60 billion in the purchase of MBS or asset- 
backed securities. I do believe — and it is an estimate. I do believe that probably $75 billion of that would 
not have happened without the TARP money. 

We are also a very large small business lender in Ohio. And I don’t remember exactly the numbers, but I 
believe year over year small business loans are up in the Nation. I don't have Ohio’s numbers. Government 
not-for-profit, hospitals, university lending is up year over year. And we will be happy to make all that part 
of the record. 

Question 15- 

Ms. SPEIER. There is a GAO report that just came out in December of 2008, and it talked about the 
number of the biggest financial institutions both in size and in their bailout receipts and that they maintain 
revenues in offshore tax haven countries where there are no or nominal taxes and minimal, if any, 
reporting. According to the Department of Treasury reports, the U.S. Government loses $100 billion a year 
in tax revenue from these tax dodges from all sources, including these firms. For instance, Citigroup claims 
427 different overseas locations or tax jurisdictions, 90 in the Cayman Islands alone. And, by the way, you 
are receiving a 38 percent subsidy from the taxpayers right now. Morgan Stanley has 273 locations of 
which 158 or well more than half are in the Cayman Islands. Again, Morgan Stanley has about an 18 
percent subsidy from the taxpayers right now. Are you willing to bring those offshore tax havens home to 
America? 

Mr. MACK. Congresswoman, I would have to give you the exact details and come back to you. I think a 
number of those are either partnerships or vehicles we have made structured for clients or structured for an 
offshore business. I cannot give you the complete answer, but I will give you the answer when I return. 

Ms. SPEIER. Thank you. 


Question 16- 
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Mr. PETERS. WelJ, I want to follow up on that. And X appreciate both your comments, but is it possible to 
get numbers so I can just get a sense of how the loan volume is different in Michigan than other States? 
Would you both be willing to provide that information? 

Mr. DIMON. Happy to be willing to do that, yes. 

Mr. LEWIS. Yes. 

Mr. PETERS. Mr. Lewis, as well. We will follow up on that. 


Question 17 

Mr. PETERS. Mr. Lewis, as well. We will follow up on that. I want to get back to the auto industry, 
because obviously we have a very strong concern in the auto industry. And, surely, the impact of the credit 
crisis has hit the auto industry more than most industries, and the repercussions could be dramatic, not just 
in Michigan, but all over the country. Millions of jobs ate at stake. But also, if you look at the recovery of 
the economy, there isn’t anything that is more powerful a stimulus in the economy than to get people 
buying automobiles, get the auto industry going. It has picked this country out of many recessions in the 
past, has the potential to do that again if managed well. And you know that right now we are in a very 
precarious situation. In fact, the auto companies will come back to this committee on February 17th with 
their viability plans, and a part of those plans have to be plans that they have made with the stakeholders, 
both labor as well as the creditors. How many of you are creditors to the auto industry, have substantial 
loans or substantial debt instruments of some form or another? Basically all of you, except Mr. Stumpf. 
Everybody has it. Well, then, how many of you have received proposals from the auto companies? 

Mr. MACK. When you say proposals, requests? 

Mr. PETERS. Proposals from the auto companies to restructure that debt, which, as you know, is a 
condition that has placed on it to have substantial concessions from debt holders to renegotiate that debt. 
How many of you have already received specific proposals from the auto companies? 

Mr. MACK. Congressman, I would have to check. We have a very active dialogue with the auto industry. 
And I will check when I am back and let you know exactly. 
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Responses to Questions for the Record - “TARP Accountability: Use 
of Federal Assistance by the First TARP Recipients.” 
February 11, 2009 

RESPONSE TO QUESTION 1 

In the case of open-ended, revolving lines of credit, timely consumer payments is a 
very important factor, but unfortunately it is not the sole factor, we need to consider. 
As an example, a consumer could be in a personal bankruptcy proceeding but 
nevertheless continue to make monthly credit card payments - however it would be 
very imprudent for the lender to ignore this significant change in circumstance. 

Reductions in lines of credit are part of the ordinary and routine prudent course of 
business and a critical risk mitigation tool when credit risks change. As we have seen 
in recent months there has been deterioration in consumer and other credit quality 
across the country. We are required by our regulators to limit losses on all aspects of 
our balance sheets. One important way to do this is to reduce lines of credit. 

Regulators can assist in limiting these reductions by allowing banks to make repricing 
decisions based on risk. Risk based repricing helps banks limit losses and allows 
viable lines of credit to remain open when there is a disruption in the credit markets. 
Risk based repricing also permits banks to limit the impact of reductions in lines of 
credit for a fewer number of borrowers. 

RESPONSE TO QUESTION 2 

The Federal Deposit Insurance Corporation’s Temporary Liquidity Guarantee 
Program was designed to guarantee wholesale funding alternatives for the banking 
organizations and bank holding companies by providing investors with the confidence 
of government guaranteed debt. These debt transactions were structured as a standard 
debt issuance. 

In order to issue debt securities, an issuer, such as Bank of America Corporation, 
must hire underwriters, such as Bank of America Merrill Lynch, to form a syndicate 
or hire placement agents, again such as Bank of America Merrill Lynch, to sell the 
debt to purchasers. It is standard practice for a financial services firm to engage its 
affiliated broker-dealer subsidiary as the lead underwriter of a debt issuance. A 
financial services firm thus retains fee income for itself rather than providing fee 
income to its competitors. As part of the distribution arrangement, the issuer pays a 
fee to the members of the syndicate or the placement agents based on the amount of 
debt securities sold or, in a firm commitment underwriting, agreed to be sold. . In a 
firm commitment underwriting, the underwriters retain the aggregate principal 
amount of debt securities not sold in the offering. 

Bank of America Corporation has paid total fees of approximately $ 1 1 1 million for 
all of its TLGP-related transactions. 
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• Fees represent approximately 27 basis points or 0.27% of the total 
issuance amount of approximately $42 billion. 

• Approximately $97 million of total fees were paid to Banc of America 
Securities or other related entities. 

• Such fees are estimated and disclosed in the offering documents for each 
specific offering. 

Proceeds of all TLGP issuance are used for general corporate purposes (other than to 
repay non-FDIC guaranteed debt, as required under the terms of the TLGP). Note 
also that fees paid to the capital markets affiliate of the TLGP issuer are likewise 
available to it for funding its own operations, remaining available inside the same 
corporate family. 

RESPONSE TO QUESTION 3 

Regulatory reform is important and should be a focus of this Committee. When 
considering the question of systemic risk we urge the Committee to focus on the 
interconnected, qualitative nature of an entity and the risks it may present rather than 
the size of that entity when addressing systemic risk. As we have seen over the past 
year, the financial system was put into greatest peril not necessarily by large 
diversified banks, but rather by highly interconnected mono-line financial institutions 
like Bear Stems, Lehman Brothers and the trading unit of AIG. 

Additionally, institutional failures, relative to the quantity of regulatory oversight they 
had attracted, appear to have been symmetrical across scale - namely, institutions 
with (i) very comprehensive Federal supervisory oversight (for example, Fannie Mae 
and Freddie Mac), (ii) more modest Federal supervisory oversight (for example, Bear 
Stems, Lehman Brothers and the trading unit of AIG), and (iii) intermediate states of 
Federal supervisory oversight (for example, Washington Mutual and IndyMac) all 
have experienced significant difficulty. 

The fact that a bank is large does not automatically mean that it poses a systemic risk. 
Large diversified financial institutions with multiple lines of business are often better 
able to withstand economic pressure through these diversified businesses than single- 
focus, smaller financial institutions. Systemic risk comes into play when an entity is 
highly interconnected into the system and the company cannot diversify its risks to 
prevent disruptions. Accordingly, more qualitative approaches, rather than those 
focused on quantitative aspects, should be the focus of any future regulatory 
framework. 

RESPONSE TO QUESTION 4 

During these difficult economic times many of the proposals that the government has 
undertaken have proven helpful. Giving the system and the economy time to fully 
reap the benefits of the stimulus money already in the economic system will be an 
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important fact to consider before providing additional stimulus as inflation will also 

need to be monitored going forward. 

RESPONSE TO QUESTION 5 

During the first quarter of 2009, Bank of America earned $4.2 billion dollars. Our 

activity over this period includes: 

• Funding $85 billion in first mortgages, helping more than 382,000 people either 
purchase a home or refinance their existing mortgage. Approximately 25 percent 
were for purchases. 

• Credit extended during the quarter, including commercial renewals of $44.3 
billion, was $183.1 billion compared with $180.8 billion in the fourth quarter. 
New credit included $85.2 billion in mortgages, $70.9 billion in commercial non- 
real estate, $1 1.2 billion in commercial real estate, $5.5 billion in domestic and 
small business card, $4.0 billion in home equity products and $6.3 billion in other 
consumer credit. Excluding commercial renewals, new credit extended during the 
period was $138.8 billion compared with more than $1 15 billion in the fourth 
quarter. 

• Small Business Banking extended more than $720 million in new credit 
comprised of credit cards, loans and lines of credit to more than 45,000 new 
customers. 

• The company originated $16 billion in mortgages made to 102,000 low- and 
moderate-income borrowers. 

• To meet rising refinancing and first mortgage application volume, the company is 
in the process of adding approximately 5,000 positions in fulfillment. In addition, 
the company has more than 6,400 associates in place to address increasing needs 
from consumers for assistance with loan modifications. 

• To help homeowners avoid foreclosure, Bank of America modified nearly 

1 19,000 home loans during the quarter. Last year, the company embarked on a 
loan modification program projected to modify over $100 billion in loans to help 
keep up to 630,000 borrowers in their homes. The centerpiece of the program is a 
proactive loan modification process to provide relief to eligible borrowers who 
are seriously delinquent or are likely to become seriously delinquent as a result of 
loan features, such as rate resets or payment recasts. In some instances, innovative 
new approaches will be employed to include automatic streamlined loan 
modifications across certain classes of borrowers. Also during the first quarter, 
the company began a new program that utilizes affordability measures to qualify 
borrowers for loan modifications. 
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• Average retail deposits in the quarter increased $140.0 billion, or 27 percent, from 
a year earlier, including $107.3 billion in balances from Countrywide and Merrill 
Lynch. Excluding Countrywide and Merrill Lynch, Bank of America grew retail 
deposits $32.7 billion, or 6 percent, from the year-ago quarter. 

An exact answer to question of how exactly we are using TARP funds is tougher than it 
sometimes seems. The U.S. government invested $15 billion in TARP funds in Bank of 
America in the form of preferred stock; Merrill Lynch agreed to accept another $10 
billion, and the government provided an additional $20 billion to enable the closing of 
our transaction with Merrill Lynch. As with money provided by private investors, that 
investment allows us to make loans and investments to people, businesses and 
organizations. 

As a practical matter, we cannot state whether the next loan we make is funded by that 
$45 billion of TARP preferred stock, or our other preferred stock placed with other 
investors, or the common equity that we hold, or the remaining other obligations or cash 
that make up our balance sheet. But the bottom line is that we are lending significantly 
more with that preferred stock investment than we would be without it. That is probably 
the best answer to what we are doing with the TARP money. But it’s obviously not 
the whole story. 

Additionally, the TARP preferred stock investment strengthens our financial system 
in other important ways. For example, at the end of the first quarter of 2009, Bank of 
America’s Tier 1 capital ratio was 10.09%, up from 7.51% for the first quarter of 
2008, illustrating how TARP is meeting with success in its core goal of helping to 
stabilize the financial system. 

Bank of America has paid the U.S. Treasury over $1.11 billion in dividend payments 
so far this year. 

RESPONSE TO QUESTION 6 

Below is a link to Bank of America’s 2009 Annual Proxy Statement. Beginning on 
page 29, there is a detailed statement about our executives’ use of planes and 
perquisites for 2008. From and after mid-2009, corporate aircraft will be used for 
business purposes. 

http://www.sec.gov/Archives/edgar/data770858/0Q01 193 12509057465/ddefl 4a.htm 

RESPONSE TO QUESTION 7 

Yes, Bank of America engaged minority firms under the TLGP. These firms earned 
approximately $1,000,000 of the total underwriting fees paid, which is in line with 
market precedent and the capital requirements of FINRA Rule 15c3-l. FINRA Rule 
15c3-l establishes limits on the amount of underwriting business that smaller firms 
can undertake based on their capital levels. 
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RESPONSE TO QUESTION 8 

Bank of America was aware that Merrill Lynch had the legal and contractual right to 
award its associates a discretionary incentive for performance year 2008. The 
Merger Agreement between Bank of America and Merrill Lynch set a cap on 
the aggregate amount of incentives that Merrill Lynch could award for 2008. That 
amount was set forth in a confidential Disclosure Schedule that was referred to in 
the Merger Agreement but that itself was not publicly filed or disclosed. 

RESPONSE TO QUESTION 9 

Yes, Bank of America does invest in CDS. 

RESPONSE TO QUESTION 10 

Bank of America's compensation practices are intended to support our core values 
and business strategy and create sustainable, profitable growth over the long-term 
for the benefit of our customers and shareholders. Our policies and practices are 
also designed to promote stability and retention. 

Our core business is solid: in the midst of a recession, we earned more than $4 
billion last year. Even so, that performance did not meet our expectations, and 
therefore our CEO recommended to the board of directors - and they agreed - that 
we would pay no annual year-end compensation to any of our most senior 
executives for 2008. Executives at the next tier down had their annual year-end 
incentive awards cut by an average of approximately 80%, exclusive of guarantees. 

We made additional cuts on a progressive basis - meaning that higher-ranking 
managers with larger incentive targets took progressively larger pay reductions in 
relation to more junior associates. But even lower-ranking and lower-paid associates 
took significant reductions last year, as you would expect in this environment. This 
includes many people who worked extremely hard last year and who produced 
excellent business results within their area of responsibility. 

Bank of America has a strong Pay for Performance philosophy designed to attract 
and retain the highest caliber workforce in the competitive markets in which we 
operate. Future compensation will be based on future performance. Risk is 
something that we continuously assess when making business decisions. We are 
constantly reviewing our strategies to ensure that we are not taking an inappropriate 
amount of risk and that our Pay for Performance approach results in appropriate 
compensation when there is success in our business models. None of our senior 
executive officers have employment contracts, thus, none of them have golden 
parachutes. 

As we have seen in recent months some institutions have sought to lure top 
producers away from banks that have received TARP investments and are not 
subject to the compensation provisions associated with that program. We are 
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currently reviewing our compensation policies in order to best retain talent and 
reward performance. 

RESPONSE TO QUESTION 11 

We believe that the Federal banking regulators are well equipped to perform a 
credible stress test. It is important for regulators to have current information on a 
bank’s assets and liabilities and an understanding of the banking industry generally. 

RESPONSE TO QUESTION 12 

Bank of America plans to remain in warehouse finance, even though many of our 
competitors are leaving this business. We have expanded credit to some of our 
existing warehouse finance customers; however, we do not expect much growth in 
this area in the near term. 

RESPONSE TO QUESTION 13 

We appreciate the opportunity to clarify the circumstances of a conference call referenced in 
the letter from Change to Win relating to EFCA. 

The phone discussion reported referenced in the letter, which occurred in October 2008, was 
coordinated by a Banc of America Securities, LLC (BAS) equity research analyst covering 
the Hard-line Retail sector, more commonly known as “big box” retail. Participants in the 
call included current and former executives from this industry segment, including Mr. Bemie 
Marcus, as well as many of BAS’ institutional investor clients. These discussions are 
common place. In this case, the discussion centered on EFCA and its implications, as 
expressed by industry leaders, on this market segment. The discussion was not arranged to 
create a forum for or against EFCA legislation. Its intent was for the equity analyst to 
provide institutional investors with the opportunity to hear from retail industry leaders 
regarding an emerging issue impacting retailers and potentially the earnings of companies 
operating in that industry. 

The BAS analyst did prepare a research report prior to this meeting. The analyst expressed 
his personal opinion that the bill’s impact could drive higher costs at retail but, on the other 
hand, would increase spending power of lower income consumers. All analysts reports are 
accompanied by an “Analyst Certification” which affirms that the views expressed in the 
research reflect the personal views of the analyst. This report went on to value a number of 
companies within this market segment. 

As for Bank of America, the corporation has no stated public position on the Employee Free 
Choice Act legislation and has not participated in any lobbying efforts on either side of the 
debate. The Bank’s public policy leaders generally are not aware of, nor do they participate 
in, investor conference calls arranged by BAS equity research analysts, including the fore 
mentioned one. 

RESPONSE TO QUESTION 14 
Question directed to JP Morgan 
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RESPONSE TO QUESTION 15 
Question directed to Morgan Stanley 
RESPONSE TO QUESTION 16 

Bank of America is actively working to extend credit to qualified customers in 
Michigan. 

Our “Business Banking” unit (serving companies with less than $50 million in 
revenue) established 96 new client relationships in 2008 in Michigan, with new loans 
to these clients totaling an estimated $250 million. In the 4 lh quarter of 2008 alone, we 
established 17 new client relationships in this category, with new loans totaling an 
estimated $75 million. 

Our “Middle Market” unit (serving companies with over $50 million but less than 
$2.5 billion in revenue) established 1 1 new client relationships in 2008 in Michigan, 
with new loans to these clients totaling an estimated $86 million. In the 4 th quarter of 
2008 alone, we established 8 new client relationships in this category, with new loans 
totaling an estimated $60 million. 

RESPONSE TO QUESTION 17 

Yes, we have been in contact with the auto companies to explore debt restructuring 
proposals. 

Dealers have not been looking to renegotiate their current loan agreements outside of 
the normal renewal process. Where the primary discussion has centered has been on 
pricing. As the client’s risk profile has increased we have been raising rates to offset 
the higher carrying costs of those relationships. Our rates are fair and competitive 
given the increased risk in this business segment. Further, our regulators and 
shareholders, including the federal government, expect banks to enhance risk 
management tools on a timely basis. 

Additional Questions for the Record from Representative Barrett 

- What was BAC’s peak leverage ratio over the past four years? 

Bank of America’s Tier 1 Leverage Ratio was 6.44%, 5.04%, 6.36% and 5.91%, 
respectively for 2008, 2007, 2006 and 2005. The objective of the Tier 1 Leverage 
Ratio is to measure the degree to which the bank has leveraged its equity capital and 
is simply Tier 1 Capital divided by Adjusted Average Assets (lower number indicates 
higher leverage). Quarterly reported amounts over last 4 years are below, the lowest 
being 5.04% in 4Q 2007. The FDIC, FRB and OCC have different approaches to 
minimums for the ratio (3-5% based upon regulator and other factors) but believe we 
target 5% based on FDICIA regulations for well-capitalized bank subsidiaries. 
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o What was the peak leverage ratio over the past 4 years when your 
assets were performing as normal? 

Bank of America Corporation 
Tier 1 Leverage Ratio 



* Source of data was the FR Y9-C 


o In hindsight, do you believe that BAC was overleveraged at any point 
over the past 4 years before the values of assets in portfolio began to 
fall? 

We do not believe that Bank of America was overleveraged at any point over that 
past 4 years. 
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o At any time did you believe that BAC was overleveraged? 

No 

o If so what prompted you to reach that leverage ratio and did you take 
steps to deleverage? 

What was the maximum rate of assets non-performance that BAC’s portfolio 
was designed to withstand before causing problems with its capital rules? 

Bank of America does not manage its balance sheet in this manner. The 
allowance for loan losses expresses management's view of expected credit losses 
12 months forward and is factored into the regulatory capital calculations. 

o Was this rate exceeded? 

We do not manage its balance sheet in this manner, thus this rate is not measured. 

■ If so did you know that this rate was exceeded? 

o How was BAC exposed to the holdings of other financial institutions? 

■ How did BAC hedge against the non-performance of assets 
held by other financial institutions? 

The allowance for loan losses represent's management's estimates of probably 
losses inherent in lending activities. The Company employs various strategies to 
hedge exposures and uses counterparty monitoring processes to monitor key 
counterparties. 

Did you ever worry that BAC had a major mismatch between its assets and 
liabilities because it was funding illiquid assets with short-term credit? 

The Bank’s Finance Committee, though the Asset Liability Committee, monitors 
our liquidity on an ongoing basis. Liquidity management includes forecasting 
funding requirements and maintaining sufficient capacity to accommodate 
fluctuations in asset and liability levels due to changes in business operations or 
unanticipated events. 

How much did BAC rely on the rating agencies in its risk management 
process? 

Credit risk assessment of a borrower or counterparty generally includes an 
assignment of an internal risk rating which along with other attributes such as 
collateral, country, industry and concentration limits is used to make credit 
decisions. 


9 



In hindsight, do you believe that BAC was over-reliant on the ratings 
provided by the rating agencies for its risk management processes? 



246 


Question #1- 

(BACHUS) I have one question, one urging, I hear from responsible borrowers who are not in default and 
who are paying their payments on time, their interest payments in some cases, that their principle is being 
called, that they are being asked to do a 10 percent calldown on their principle, or that their credit lines are 
being restricted. And I know, in some cases, that this is probably a good lending practice because you are 
seeing some deterioration. But I would ask you, can we do a better job in that? And can the regulators assist 
you in that, or is there something that we can do to avoid those cases? Because there are people that can 
make interest payments now, but they cannot begin to pay down principle. It is just the wrong time. 

So, to any of you who would like to answer that question. Or I will call on Mr. Lewis. Or, Mr. Stumpf, you 
didn’t want the money, you took it, and you wish you didn’t, I am sure. And we are going to make money 
on that investment, hut you can answer the question. 

Mr. STUMPF. Well, thank you. And we have clarified our statements. We are happy to have the money. It 
strengthened the industry, and that is good — 

Mr. B ACHUS. But, yes, I guess what I meant is first you said we don’t need the money. But I appreciate it. 

Mr. STUMPF. With respect to borrowers, in our company, frankly, we have been growing loans the last 18 
months. As I mentioned in my testimony, many others have retrenched. And we think these are actually 
good times to make loans to credit-worthy borrowers. We make money when we make loans. That is our 
business. We want to serve customers, help them educate children, buy homes, small businesses to develop 
products and services that they can sell and serve other customers. In some cases, it is prudent. You have to 
cut back on a line. But we have not done a system-wide. It has been very much individual, one customer at 
a time, working with them. And we want to stick with them if we possibly can. But also, unfortunately, not 
every borrower who wants or needs money can afford it today. And wc have to be prudent— 

The CHAIRMAN. If the gentleman would yield briefly, that is such an important question that so many of 
ns have been asked to get answers to. I would ask those to whom it is relevant — obviously, not Mr. 
Blankfein or Mr. Kelly or Mr. Logue or Mr. Mack, but for the commercial bankers that are before us, if you 
could answer in writing, that would be very helpful. I think we would all like that, because I think that is 
one of the most frequently asked questions we have. So for Mr. Dimon, Mr. Lewis, Mr. Pandit, Mr. 

Stumpt if you would answer that in writing, that would be very helpful. 


Question 2- 

Mr. GUTIERREZ. Let me just say to all eight of you that are here before us this morning, I would like for 
all of you to just kind of put in writing so that we could have it on the record — and I don’t expect the 
answer here this morning— if each of you could just tell us how much your bank has paid itself on FDIC- 
guaranteed or other government-guaranteed financing, and what percentage of those finances were 
completed solely for the purpose of funding your bank. An example: I won’t name the bank, but you go out 
and you take $3 billion in one deal, and you go out with FDIC insurance, aud you go to the market and you 
sell $3 billion worth of bonds in order to give yourself more liquidity. And they are FDIC-insured. Are you 
then paying your own investment banking firm — I am sorry, Mr. Chairman. 

The CHAIRMAN. Finish the question. 

Mr. GUTIERREZ. Are you then paying your own investment banking firm? And bow much are you paying 
your own staff, in terms of underwriting fees for selling what a kindergartner could sell out in the market 
today? 

The CHAIRMAN. Let me just say, as we conclude this, we will take these answers in writing. Also, all 
members have the right to submit further written questions. I think this is important. There will be some 
clarification. So we will be submitting some further written questions, as well. 
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Question 3- 

Mr. WATT. Thank you. Madam Chairman. I am actually going to follow up on the question that Mrs. 
Capita has raised here, and I want to follow it up with Mr. Lewis and Mr. Stumpf, because they are the two 
banks that have the largest presence in my congressional district But I suspect it is a question that is 
applicable to all of these folks. Because if you were asked to take TARP money, then you probably fit into 
the category of too big to fail. I think I started this discussion with Hugh McCall some years ago around the 
issue of deposit caps and became convinced of the merits of having banks large enough to be worldwide 
competitive, and so I understand that aspect. I have had the discussion with Ken Thompson and even back 
to John Medlin when they were saying that Wachovia didn't have to worry about that because it didn’t 
have a nationwide footprint, but now Wells Fargo, the owner of what used to be Wachovia, does have a 
nationwide footprint. Then, most recently, yesterday, Secretary Bemanke started to raise more concerns 
about this whole question of too big to fail. So I guess my question is whether, in that context, an even 
more aggressively regulated framework for larger banks, and maybe even not only banks but institutions 
that have systemic risk potentials, might be appropriate? What is your assessment of that, Mr. Lewis and 
then Mr. Stumpf? And the rest of you all can respond in writing, I guess, because we won’t have time to 
hear from everybody. 

Question 4- 

Mr. WATT. I don’t want to cut you off, but I know where you are going, and I am not sure that that is 
going to address the public necessity, because then that leaves it to the individual goodwill, good intentions 
or good execution, which, if it is a systemic problem, may work out well, may not work out well. Let me 
ask one other question going back to credit card risk and the impact on the economy in general. Is it your 
all’s estimate — and you can submit this in writing — that the size of this stimulus is sufficient to serve the 
purpose for which it is being represented? I will let you respond to that later. 

Question 5- 


Mr. ACKERMAN. But if you did $35 billion last time, you did $35 billion this time, we gave you $25 
billion more to do it, nothing of that went out then. Could you each send us in writing what you did with all 
of those billions of dollars that you got? Is anybody unwilling to do that at this point? Is anybody going to 
say, it is not your business; we don’t have to? We will expect that from each of the eight of you in writing 
then. 

Okay, the $165 billion that we have put into you-all’s companies shows that we have some degree of 
confidence in what you are going to do with that money and that you are going to be around. Each of you 
are individually wealthy. Could you go down the line and just give us a number, how much of your 
personal money you have invested in your company in new money during the last 6 months? And zero is a 
number 

Question 6- 


Mr. SHERMAN. Next is a question insisted upon by three new friends I have in Detroit. I would like you 
to provide for the record a detailed statement about planes and perks, but for now I would like you to raise 
your band if your company currently owns or leases a private plane. Let the record show all the hands went 
up except for the gentleman from Goldman Sachs. 


Question 7 - 

Mr. MEEKS. I am talking now specifically about the TARP and/ or the FDIC Temporary Liquidity 
Guarantee Program and the fees that would be utilized by underwriters therein. I think that Mr. Pandit 
talked earlier about that; the money that is legal, that you have to — by law you have to have it underwritten. 
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My question is there is also opportunities there for it to be farmed out to others or contracted out to other 
minority firms or small firms, and I was wondering if anyone has done it with any of those fees 
specifically, with public dollars. 

Mr. STUMPF. Yes, we have done that. 

Mr. PANDIT. Congressman, I don’t have the facts. I can get you the facts. I believe we do that, but let us 
get you the information. 

Q uestion 8- 

Mr, LANCE. Thank you. And following up on a line of questioning from Congresswoman Maloney earlier 
in the hearing. And this is to you, Mr. Lewis. And I recognize that you are Bank of America and not Merrill 
Lynch, and there was a great deal of pressure on Bank of America to merge with Merrill Lynch, but we are 
all disturbed about the level of bonuses from Merrill Lynch. Was Bank of America aware of the contractual 
nature of those bonuses? 

Mr. LEWIS. Yes. As we got on in our due diligence, we saw the contracts, yes. 

Mr. LANCE. And are those contracts a matter of public record, or can they be made a matter of public 
record? 

Mr. LEWIS. I don’t know the answer to that, but there were — as I mentioned, there were two or three that 
were very, very large and were contractual obligations of Merrill Lynch. 

Mr. LANCE. I certainly would be interested, and I imagine the committee would be interested, in whatever 
information is available as a matter of public record regarding that. I believe that TARP funding is, of 
course, fungible, and that from our perspective those bonuses are really from TARP funds. 

Question 9- 

Mr. CAPUANO. Thank you, Mr. Chairman. Gentlemen, you have been asked a lot of questions, and you 
seemingly answer them honestly to me. I have a couple of more detailed questions. 

Just by a show of hands, how many of your banks either directly or indirectly— and by indirectly I mean by 
loaning money to people that you knew would be using this money to invest in credit default swaps. How 
many of you engage in that? 

Mr. MACK. We engage in credit default swaps, but when you are asking the question are we lending 
money for them to do that, I have to come back and give you specifics. I cannot tell you. 

Question 10- 

Mr. PAULSEN. Maybe I can ask one other question. As we consider the regulations for the financial, 
markets, because we are going to be doing that now to sort of get rid of the crisis that we are in, prevent 
another one from happening or deepening this crisis actually, what are the largest concerns about 
overregulating, going down the road of Sarbanes -Oxley in terms of moving in that direction, and stepping 
too far where we are intending to be helpful, but actually it could be very harmful? Is there anything 
specific you can draw out that we should be very cautious of? 

Mr. LEWIS. 1 think my main concern around compensation, for instance, is it is okay to do the things that 
are being talked about at the very top, but if you start to go too low in the organization, you will ran off key 
talent to foreign competitors. 

Mr. PAULSEN. Is that a shared view among others? 

Mr. KELLY. It is one of our greatest worries. 
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Mr. STUMPF. Yes, there are many businesses that we are in that are commission-based, for example, and 
if we limit across-the-board or whatever, we could lose some of the most productive people and some of 
the most important parts of our business. 

Mr. PAULSEN. Thank you. 

Mr. STUMPF. It is widely dispersed. 

The CHAIRMAN. While the gentleman yields back, let me take advantage because 1 am going to ask you 
to submit in writing, I understand the argument you make about foreign competition. It has been my 
impression that people here have generally been better compensated than people in these other countries. 

So I would ask you to submit to me some cross-national comparisons. I am, frankly, skeptical from what I 
have seen that they are paying so much more in other places. Certainly not at your level. So I would be 
interested in those cross-nationai comparisons. You are going to have to prove to me that you are really at 
risk there if there is some moderation. 

Question 11- ‘ 

Mr. MILLER. Now, obviously, everyone has spoken of a problem with confidence in the industry, and 
Chairman Bcmanke yesterday compared the proposal for a stress test to the bank holiday in 1933 in the 
New Deal, a comparison that occurred to me as well. Do your current safety and soundness regulators have 
the capacity, the sophistication, the expertise, to do a credible stress test, or what do we need to do to make 
sure that any stress test is credible and we know that any bank that gets a clean bill of health is in fret safe 
and sound? 

Mr. BLANKFEIN. I believe they are capable. I have only had a 3- month relationship with my new 
regulator. 

The CHAIRMAN. We will have to take the rest of the answers in writing. 

Question 12- 

(CLEAVER) What I want to talk to you is not that. I want to talk to you, Mr. Blankfein, first of all. Do you 
believe that warehouse lending is safe and profitable? 

Mr. BLANKFEIN. I am sorry, warehouse lending? Against a physical warehouse? 

The CHAIRMAN. No. Any one of the retail bank people, they know what we mean by warehouse and 
probably ought to take that. 

Mr. CLEAVER. Well, some Wall Street banks are involved in warehouse lending. Warehouse lending is 
when you issue a line of credit to an originator, usually it is for about 30 days, and then they, of course, sell 
the mortgage somewhere else. 

Mr. STUMPF. We are familiar with the business. We do very little of it, if any, anymore, primarily because 
we would rather make loans, our home loans, ourselves. We have a set of auditors. We have a set of 
principles, values, so we make sure the mortgage is for the benefit of the customer. They understand the 
terms and conditions. It helps them and so forth. So it is hard to control when 
you are a warehouse lender. 

Mr. CLEAVER. So most of you don’t do warehouse lending, which is one of the problems. That is one of 
the problems. If a mortgage company in my district is making loans, or trying to make loans, and the 
liquidity is not available, and it has been constrained a great deal recently, it is difficult for them to 
originate the loans because they don’t have access to the capital, and with more and more people avoiding 
warehouse lending, it is hurting local mortgage companies. Wouldn’t you agree? 
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Mr. STUMPF. We have been out of the warehouse lending business for 5 or 6 or 7 years, and the reason we 
got out is because we saw them doing crazy things that we wouldn’t do ourselves, so why do we want to be 
a part of that? It was too risky for us. 

The CHAIRMAN. Will the gentleman yield, and I will give him some extra time, because he is on to a 
central issue that I have heard a lot of complaints from my colleagues about. And one of them is, it is one 
thing to say we are not going to take on my new warehouse lending, but we have been told there are people 
who had accumulated an inventory based on their ability to do warehouse lending, and they were cut off in 
the middle. So there is a considerable degree, we have heard this from several members, there are people 
who had a warehouse lending relationship and had made certain commitments on the assumption that they 
would lave that capacity, and it was cut offbefore they could sort of wind down the business in a 
reasonable way. I wonder if there is anybody familiar with that issue, because that is a particular form of it 
that I have heard a lot of complaints about, from builders. 

Mr. STUMPF. I am not an expert in warehouse in mortgage lending, but there are two kinds. One we 
actually finance, you give them a line of credit. Another one is where they do their own mortgages, and you 
buy them, and then you process them. I don’t know which one it is. 

The CHAIRMAN. The one where I think we have had the problem, there were developers, people who had 
accumulated property, and then they were counting on the line of credit to be able to finance these 
purchases and were shut down in the middle. That is the specific complaint that I have heard. I don’t know 
about the gentleman from Missouri. 

Mr. CLEAVER. Yes, that is precisely it. And one Wall Street investment bank at one point not long ago 
had a $250 million line of credit just for one originator. So all that has dried up. How in the world are we 
going to deal with the housing crisis, the home builders and the realtors, if warehouse lending is being 
evaporated? 

You are the only one that participates in it, and yours is at a minimum. I needed to just say that, because it 
is a problem in every community, and my community is no less being hit The final issue I want to raise is 
that I am woefully unimpressed with the diversity of this panel, of not only the panel but the folk who sit 
behind you. I don’t know how many rows deep we would have to go to have some diversity. 

Thank you, Mr. Chairman. 

The CHAIRMAN. Let me say, and I appreciate the gentleman raising that, I would ask that you give us in 
writing a response, because the gentleman raises a very important question. I will tell you, we hear a lot of 
this from our colleagues. It is the cutting off of the warehouse lending relationship in the middle of the 
movie, when there is inventory of some kind that was going to be financed by the warehouse lending and is 
cut off. I would ask you to talk to your people and give us answers in writing, and I would hope the answer 
would be (hat, well, yes, that is a problem, and even if we don’t want to take open any new commitments, 
we will allow for the orderly unwinding of the existing commitments. I think that is the focal point we have 
heard. 

Question 13- 

Mr. ELLISON. Do you think it is appropriate while in receipt of TARP funds to be trying to defeat 
measures such as the Employee Free Choice Act? 

Mr. LEWIS. I think doing what is in the best interest of your company is always the best thing to do. So I 
wouldn’t point to any one thing and say, just because you have TARP fund, you can’t do something. 

Mr. ELLISON. But, as has been pointed out already, money is fungible. What you don’t use one place you 
can switch and use other monies for that while you are using TARP funds. Wouldn’t you agree that your 
company needs to be using those funds for their intended purpose — 


Mr. LEWIS. Yes. 
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Mr. ELLISON. — and not trying to defeat union organizing? 

Mr. LEWIS. And $45 billion is in the context of $230 billion in equity. So you have got to think of it in the 
context of a much larger number. 

Mr. ELLISON. Right. Well, I just wanted to put into the record, have unanimous consent to have entered 
into the record this letter from Change to Win to Mr. Steve Bartlett, who was with the Financial Services 
Roundtable. In it he describes a conversation in which several companies which received TARP funds were 
having some fairly frank conversations about lobbying, I find it pretty disturbing; and I would like you to 
respond to this letter, if you would, sir, because it specifically mentions your company. 

The CHAIRMAN. We have general leave, so it will be part of the record. 

Question 14- 

Mr. WILSON. Okay. Maybe I can rephrase my question, Mr. Chairman. 

There are a lot of people in Ohio that are really upset about the way things have been handled, the 
arrogance, the way things have been done, what has happened, the PNC purchase of National Citi with 
TARP funds, on down the line. It could go on and on. But what have we done to restore the confidence in 
the financial community that is going to help small businesses like I represent in Ohio to be able to get their 
line of credit to be able to buy goods for the spring and for the summer selling season? What has been done 
with the TARP money? Mr. Dimon, could I address that question to you? 

Mr. DIMON. I think we put in the record a lot of what has been done with the TARP money. We have lent 
in the last 90 days I believe it was $250 billion; $90 billion to corporations, $50 billion to consumers, net 
and increased credit lines; $50 billion in interbank markets; $60 billion in the purchase of MBS or asset- 
backed securities. I do believe— -and it is an estimate. I do believe that probably $75 billion of that would 
not have happened without the TARP money. 

We are also a very large small business lender in Ohio. And I don’t remember exactly the numbers, but I 
believe year over year small business loans are up in the Nation. I don’t have Ohio’s numbers. Government 
not-for-profit, hospitals, university lending is up year over year. And we will be happy to make all that part 
of the record. 

Question 15- 

Ms. SPEIER. There is a GAO report that just came out in December of 2008, and it talked about the 
number of the biggest financial institutions both in size and in their bailout receipts and that they maintain 
revenues in offshore tax haven countries where there are no or nominal taxes and minimal, if any, 
reporting. According to the Department of Treasury reports, the U.S. Government loses $100 billion a year 
in tax revenue from these tax dodges from all sources, including these firms. For instance, Citigroup claims 
427 different overseas locations or tax jurisdictions, 90 in the Cayman Islands alone. And, by the way, you 
are receiving a 38 percent subsidy from the taxpayers right now. Morgan Stanley has 273 locations of 
which 158 or well more than half are in the Cayman Islands. Again, Morgan Stanley has about an 18 
percent subsidy from the taxpayers right now. Are you willing to bring those offshore tax havens home to 
America? 

Mr. MACK. Congresswoman, I would have to give you the exact details and come back to you. I think a 
number of those are either partnerships or vehicles we have made structured for clients or structured for an 
offshore business. 1 cannot give you the complete answer, but I will give you the answer when I return. 

Ms. SPEIER. Thank you. 


Question 16- 
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Mr. PETERS. Well, I want to follow up on that. And I appreciate both your comments, but is it possible to 
get numbers so I can just get a sense of how the loan -volume is different in Michigan than other States? 
Would you both be willing to provide that information? 

Mr. DfMON. Happy to be willing to do that, yes. 

Mr. LEWIS. Yes. 

Mr. PETERS. Mr. Lewis, as well. We will follow up on that. 


Question 17 

Mr. PETERS. Mr. Lewis, as well. We will follow up on that. I want to get back to the auto industry, 
because obviously we have a very strong concern in the auto industry. And, surely, the impact of the credit 
crisis has hit the auto industry more than most industries, and the repercussions could be dramatic, not just 
in Michigan, but all over the country. Millions of jobs are at stake. But also, if you look at the recovery of 
the economy, there isn’t anything that is more powerful a stimulus in the economy than to get people 
buying automobiles, get the auto industry going. It has picked this country out of many recessions in the 
past, has the potential to do that again if managed well. And you know that right now we are in a very 
precarious situation. In fact, the auto companies will come back to this committee on February 17th with 
their viability plans, and a part of those plans have to be plans that they have made with the stakeholders, 
both labor as well as the creditors. How many of you are creditors to the auto industry, have substantial 
loans or substantial debt instruments of some form or another? Basically all of you, except Mr. Stumpf. 
Everybody has it. Weil, then, how many of you have received proposals from the auto companies? 

Mr. MACK. When you say proposals, requests? 

Mr. PETERS. Proposals from the auto companies to restructure that debt, which, as you know, is a 
condition that has placed on it to have substantial concessions from debt holders to renegotiate that debt. 
How many of you have already received specific proposals from the auto companies? 

Mr. MACK. Congressman, 1 would have to check. We have a very active dialogue with the auto industry. 
And I will check when I am back and let you know exactly. 
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Submission of Mr. Ronald Logue, State Street Corporation 
Corrections to the Record and Responses to Questions for the Record in 
Relation to February 11, 2009 Hearing 
House Financial Services Committee 

Corrections to the Record 

'"Please see attached hearing transcript for further details. 

Page 39, tine 859 — change to “credit and liquidity to our core customer base of 

Page 101 , line 2290 — change to “We agree that anything that we can do to help in the area of 
mortgage foreclosure is good. However, we do think there are also consequences to the 
proposed legislation that may not be beneficial." 

Page 123, line 2826 — change to “Congressman, we have reduced our dividend to one cent,” 


Responses to Questions for the Record 

Question 1. — Mr. Bachus — Qualification of borrowers 

State Street is not in the retail or mortgage lending business. 

Question 2. — Mr. Guitierrez — Fees paid to affiliates for TLGP debt issues 

State Street does not act as an underwriter of securities, other than mutual funds that it 
manages. Consequently, State Street has not participated as an underwriter or dealer in 
the distribution of any securities guaranteed by the FDIC under the Temporary Liquidity 
Guarantee Program and has not received any underwriting fees or compensation either 
from its affiliates or any third party in connection with the distribution of such securities. 

Question 3. — Mr. Watt — Too Big to Fail 

State Street supports the establishment of a systemic risk regulator, if such a regulatory 
regime is proposed, State Street will review and anticipates that it will comment on the 
specifics of the proposal. 

Question 4 . — Mr. Watt — Size of stimulus bill 

We believe the stimulus package recently passed by Congress will make a meaningful 
contribution to our economic recovery. It remains to be seen if this level of stimulus is 
optimal. Our economists estimate the stimulus package passed by Congress will 
increase GDP by 3/4% this year, and 1% next year. Whether that level of support is 
sufficient to prevent a prolonged economic downturn is difficult to ascertain at this time; 
however, we believe that doing too little is riskier than doing too much in the current 
environment. 

Question 5. — Mr. Ackerman — Use of TARP funds 

As we disclosed in our March 25, 2009 report to Treasury: 

“After we received the CPP investment, we determined that the use of the funding that 
most directly reflected our role in the financial markets was to increase the level of 
available credit and liquidity that we provide to our fund customers, consisting of mutual 
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fund, retirement fund and other institutional investors. In November 2008, State Street's 
Asset and Liability Committee set a target to increase credit facilities by $2 billion to these 
customers. Since October 1, 2008, $1,695 billion of fund facilities were approved and 
closed. As of February 28, 2009, an additional $1 .301 billion of credit lines to fund 
customers have received internal credit approval and await completion of documentation. 
Equally important are the $3,441 billion of gross credit facility renewals for our fund 
customers that have been approved since October 1 , 2008. These credit facilities provide 
consistent credit support to our existing fund customer base. Of these renewals, $770 
million were approved in February 2009." 

Question 6. — Mr. Sherman — Planes and perks 

State Street does not own a private jet. We purchase limited hours for private jet flight 
via a company that brokers fractional ownership. The vast majority of business travel at 
State Street is conducted on commercial airlines. 

Question 7. — Mr. Meeks — Minority / women owned underwriting 

As of March 17, 2009, State Street has issued $3.95 billion in debt guaranteed by the 
FDIC's Temporary Liquidity Guarantee program. We allocated a portion of the 
underwriting business to minority- or women-owned firms. 

Question 8. — Mr. Lance — Merrill Lynch bonuses 

Not applicable to State Street. 

Question 9. — Mr. Capuano — Credit Default Swaps (CDS) 

In the past, State Street purchased a limited number of CDS issues to hedge risk of other 
holdings. We have also purchased CDS on behalf of investment management clients. 

We have not extended credit to customers for the purpose of investing in CDS. 

Question 10. — Chairman Frank — Foreign competition for talent 

In our experience, non-U.S. based employers pay compensation competitive with U.S.- 
based employers, both here and abroad. Our senior executives are highly trained and 
have skills and experiences that are highly valued in the marketplace. Many of our lines 
of business are in areas of the financial service business in which the skills and 
experience involved lead to high levels of compensation. We are concerned that undue 
constraints on compensation applied only to selected firms — such as the recent 
Congressional limits on compensation for TARP recipients — will negatively affect our 
ability to recruit and retain top talent. While it is too soon to demonstrate through 
empirical data, anecdotal evidence suggests that non-TARP industry competitors view 
the recently passed legislation as a recruiting opportunity. 

In terms of cross-border compensation comparisons, industry data generally 
demonstrates compensation for U.S.-based and non-U.S.-based employees in the major 
financial markets is highly competitive. For example, according to a recent market 
survey, the total market-based compensation for a Head of Foreign Exchange Sales is 
30% higher in the U.K. market than in the U.S. Assuming application of the recently 
enacted TARP executive compensation restrictions to this position, and assuming no 
change in base salary, the U.K. market compensation would be more than seven times 
the compensation that could be offered by the U.S. TARP recipient. 
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Question 11. — Mr. Miller — Competence of regulators to conduct stress testing 

Yes, we believe our regulators have the expertise to conduct a stress test. 

Question 12. — Chairman Frank — Warehouse lending 

State Street does not offer “warehouse lending” services. 

Question 13. — Mr. Ellison — Card check legislation 

State Street is not involved in any industry or other efforts related to "card check” 
legislation. 

Question 14. — Mr. Wilson — Ohio lending 

State Street does not offer small business lending services in Ohio, or in any other 
market. 

Question 15. — Mr. Speier — Offshore tax havens 

Although State Street is not mentioned in the GAO report, the Company operates on a 
global basis, maintaining a network of overseas branches and affiliates that includes 
some of the jurisdictions considered by the GAO. State Street provides financial services 
to institutional investors, and does not offer bank accounts or other banking services to 
individuals, either in the U.S. or in offshore jurisdictions. State Street's clients are 
pension funds, investment funds, insurance companies and other investment pools, and 
are located in numerous jurisdictions worldwide. State Street’s overseas network is 
necessary to meet the needs of its clients, as well as to comply with various regulatory 
requirements. State Street files annually with the IRS detailed financial reports about the 
activities and income of its foreign branches and affiliates. 

Question 16. — Mr. Peters — Lending in Michigan 

State Street does not provide small business lending services in Michigan, or in any other 
market. 

Question 17. — Mr. Peters — Haircuts for loans to automakers 

State Street has not received proposals to restructure auto company debt. 
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Morgan Stanley 


John JL Mack 

Cktiirmsn ,;nd 


March 30, 2009 


The Honorable Barney Frank 
Chairman 

Committee on Financial Services 
U.S. House of Representatives 
2128 Rayburn House Office Building 
Washington, DC 20515 

Dear Chairman Frank, 

At the February 1 1, 2009, House Financial Services Committee hearing on “TARP 
Accountability: Use of Federal Assistance by the First TARP Recipients,” you requested 
information regarding firms’ warehouse lending practices, including those of Morgan 
Stanley. This letter is in response to that request. 

Specifically, you raised some concerns about certain lenders cutting off their warehouse 
lending lines, thereby unexpectedly eliminating lines of credit relied upon by developers. We 
agree that this would pose a problem. However, the issue does not pertain to Morgan Stanley, as 
our last warehouse line was terminated by mutual agreement in January 2008. 

We at Morgan Stanley laud the Committee’s efforts to ensure that America returns to 
prosperity most expeditiously, and 1 appreciate the opportunity to share more with you about 
our company policies and practices. 


Sincerely, 

John .1. Mack 
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John]. Mack 

Chairman and 
Chief Extensive Officer 


1585 Broadway 
New York, NY 10036 

dssxxt 252 "61 75t» 
tax 212 761 957% 


Morgan Stanley 


February 24, 2009 


The Honorable Gary Ackerman 
U.S. House of Representatives 
2243 Raybum House Office Building 
Washington, DC 20515 

Dear Congressman Ackerman, 

At the February 1 1, 2009, House Financial Services Committee hearing on “TARP 
Accountability: Use of Federal Assistance by the First TARP Recipients,” you requested 
information regarding Morgan Stanley’s use of the TARP funding that we have received. This 
letter is in response to that request. 

As you blow, Morgan Stanley was one of nine financial institutions initially selected by the 
Treasury Department to receive an injection of capital under the TARP Capital Purchase 
Program (CPP), which has since been extended to many other financial institutions. On 
October 26, 2008, we entered into an agreement with the Treasury Department, pursuant to 
which we sold preferred stock and warrants to the Treasury Department for an aggregate 
purchase price of $10 billion. Since then, we have been putting that money to good use by 
focusing on our core businesses, including helping companies raise debt and equity in the 
capital markets. 

With the infusion of CPP funds, we were able to increase the total debt raised for clients as 
lead manager nearly four-fold from October to December 2008. During the fourth quarter of 
2008, we helped our clients raise $56 billion in debt to invest in their businesses, including 
leading American companies like Pepsi and Time Warner Cable. We also helped clients raise 
$40 billion in equity to fund their businesses. And, we made $1 0.6 billion in new commercial 
loans. 

Although our consumer lending business is on a much smaller scale than our capital markets 
and commercial lending business, we also expanded our retail banking solutions for our 
clients. We made approximately $650 million in new commitments to lend to consumers 
during the last three months of 2008, a majority of which were for financing or re-financing 
residential and commercial real estate and capital for small businesses, at a time when 
traditional sources of capital were difficult to secure. 
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Some of the highlights of our major transactions during the fourth quarter of 2008 include: 

• Debt Underwriting . Morgan Stanley underwrote approximately 10 percent of U.S. 
dollar denominated debt in October 2008 — a 274 percent increase over the prior month 
—primarily as a result of our role in major issuances for Pepsi ($3.3 billion) and 
Verizon Communications ($3.3 billion). We then increased our debt underwriting by 
another 62 percent in November 2008, including $2 billion for Time Warner Cable, 

$3.5 billion for Verizon Wireless and $3 billion for BP Capital Markets. 

• Equity Underwriting . Morgan Stanley assisted clients in raising nearly $ 1 7 billion in 
equity capital in October 2008, another $13.5 billion in November, and $10 billion in 
December. We underwrote the largest transactions of the month in both October and 
November: a $12 billion issuance for GE in October and a $13 billion offering for 
Wells Fargo in November. 

• Commercial Lending C&I . Despite a challenging environment for the non-investment 
grade commercial lending market, Morgan Stanley approved $10.6 billion in new loans 
for the fourth quarter of 2008. 

We understand that the American people are concerned that the financial institutions that have 
received capital under the TARP program are using these funds wisely. Accordingly, we have 
taken steps to ensure that Morgan Stanley is a responsible steward of the public’s investment 
in our business. We at Morgan Stanley laud the Committee’s efforts to ensure that America 
returns to prosperity most expeditiously, and I appreciate the opportunity to share more with 
you about our role in the TARP program and how we are using the capital we received. 

Sincerely, 




259 


Morgan Stanley 


John J. Mack 

Chairman and 

Cbiif ^xtxniiifc Qjjiarr 


March 13, 2009 


The Honorable Michael E. Capuano 
U.S. House of Representatives 
1414 Longworth House Office Building 
Washington, DC 205 15 

Dear Congressman Capuano, 

At the February 1 1, 2009, House Financial Services Committee hearing on “TARP 
Accountability: Use of Federal Assistance by the First TARP Recipients,” you requested 
information regarding Morgan Stanley’s involvement in the credit default swap market. This 
letter is in response to that request. 

Specifically, you asked us whether we engage directly in the credit default swap 
market or engage indirectly by loaning money to others who invest in credit default swaps. 
Morgan Stanley directly engages in the purchase and sale of credit default swaps. Morgan 
Stanley also loans money to clients whom we believe use that money, at least in part, to 
transact in credit default swaps. 

We at Morgan Stanley appreciate the opportunity to share more with you about our 
efforts in the credit markets and our role in the TARP program. 

Sincerely, 
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Morgan Stanley 


John J. Mack 

Chairman end 


March 5, 2009 


The Honorable Gary Peters 
U.S. House of Representatives 
1 130 Longworth House Office Building 
Washington, DC 20515 

Dear Congressman Peters, 

At the February 11, 2009, House Financial Services Committee hearing on “TARP 
Accountability: Use of Federal Assistance by the First TARP Recipients," you requested 
infonnation regarding whether Morgan Stanley has received any proposals to restructure 
company debt from any of the auto companies that have received government assistance. 

This letter is in response to that request. 

With respect to Chrysler, Morgan Stanley is one of a large number of senior secured lenders 
under the Company’s $7,000,000,000 Amended and Restated First Lien Credit Agreement, 
JPMorgan Chase Bank, N.A., is Administrative Agent under the Credit Agreement, Goldman 
Sachs Credit Partners L.P., and Citibank, N.A., are syndication agents and Morgan Stanley 
Senior Funding, Inc., is the documentation agent. In Chrysler's summary viability plan 
submitted to the Treasury on February 17, Chrysler indicates that it has engaged in 
discussions with its creditor groups (including Chrysler’s senior secured lenders) and, in 
order to affect its proposed restructuring plan, it will require a $5 billion reduction of 
obligations from its creditors. At the appropriate time, Morgan Stanley anticipates 
participating in a dialogue with Chrysler and other parties concerning these matters. 

As your inquiry pertains to General Motors, Morgan Stanley is advising General Motors on 
its debt restructuring, and accordingly, maintains a unique position with respect to this 
company and its obligations. In this role, Morgan Stanley continues to utilize its 
considerable experience in the debt markets to help General Motors attain long-term 
viability. 

We, like you and the American people, are concerned about the health of the American 
economy and the core businesses that drive it, and I appreciate the opportunity to share more 
with you about our role in this process. 


Sincerely, 



John J. Mack 
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Morgan Stanley 


John J. Mack 

Cisitinv/tn J>hi 

CbtfEreeuHrc Office r 



March 30, 2009 


The Honorable Brad Sherman 
U.S. House of Representatives 
2242 Raybum House Office Building 
Washington, DC 20515 

Dear Congressman Sherman, 

At the February 11, 2009, House Financial Services Committee hearing on “TARP 
Accountability: Use of Federal Assistance by the First TARP Recipients,” you requested a 
written “statement about planes and perks.” 

Morgan Stanley has a board-approved policy that directs the chairman and chief 
executive officer to use company aircraft when traveling by air whenever feasible. I have 
informed the Board that going forward I will reimburse Morgan Stanley for the personal use of 
the company aircraft up to the maximum amount permitted by federal aviation requirements. 

Morgan Stanley provides the following limited personal benefits to certain of our 
executive officers named in the 2009 annual proxy statement: home security (CEO only); 
personal use of car (CEO only); overseas assignments/transfers; and a written agreement with a 
senior officer to provide reimbursement of reasonable commuting and related personal and tax 
expenses in connection with travel between his home in Washington, DC and our offices in New 
York. We believe these benefits are necessary for competitive and security reasons. 

We understand that the American people are concerned that financial institutions 
receiving capital under the TARP program use these funds wisely. As a participant in the 
TARP Capital Purchase Program, Morgan Stanley acknowledges its responsibilities to both 
its shareholders and the American taxpayers. We support the Committee’s efforts to 
expeditiously return America to prosperity and will continue to help work toward that goal. 

Sincerely, 


John J. Mack 
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Morgan Stanley 


John j. Mack 

Clwfrmgn and 
Chief Executive Officer 


i 585 Broadway 
New York, NY 10056 

direct 212 76? "500 
fax 25.2 761 5575 


March S, 2009 


Representative Jackie Speier 
211 Cannon House Office Building 
Washington, DC 20515 

Dear Representative Speier, 

Thank you for the opportunity to respond in writing to your question. As you may be aware, 
there has been some confusion and controversy regarding the GAO’s report. The Treasury 
Department, for instance, has recently provided a detailed letter to the GAO expressing concerns 
and reservations about a number of countries that it believes may inappropriately be listed as "tax 
havens" or "financial privacy jurisdictions." 1 don't want to wade into the debate about the 
GAO's methodology, but can tell you this: Morgan Stanley has always been and remains 
committed to fully meeting its U.S. tax obligations. 

With respect to your specific concerns, I have asked our tax department to review the 
GAO's report as it related to 273 Morgan Stanley subsidiaries. My understanding is that more 
than 85 percent of the income of those subsidiaries was earned and taxed in important foreign 
financial centers, such as Hong Kong and Singapore, where we have substantial business 
operations and nearly 2,000 employees. The vast majority of tire remaining income earned by 
those subsidiaries - including many in the Cayman Islands -- was subject to current taxation in 
the United States or other higher tax jurisdictions, As a result, we believe the GAO’s concerns 
about offshore tax haven abuse is misplaced, at least with respect to Morgan Stanley. 

I hope that this information is helpful and that it fully answers your question. 


Sincerely, 
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Morgan Stanley 


March 13, 2009 


The Honorable Luis V. Gutierrez 
U.S. House of Representatives 
2266 Rayburn House Office Building 
Washington, DC 20515 

Dear Congressman Gutierrez, 

At the February 1 1 , 2009, House Financial Services Committee hearing on “TARP 
Accountability: Use of Federal Assistance by the First TARP Recipients,” you requested 
information regarding our involvement in the government-sponsored bond market. This 
letter is in response to that request. 

During the period October 2008 through February 2009, Morgan Stanley participated as 
an underwriter in approximately $18.5 billion in government-sponsored Morgan Stanley bond 
issuances. With respect to these self-issuances, we paid third-party underwriters approximately 
$14.6 million. There were no internal fees paid, to our investment banking division or otherwise, 
on these Morgan Stanley government-sponsored bond issuances. 

We understand that the American people are concerned that the financial institutions 
that have received capital under the TARP program are using these funds wisely. 

Accordingly, we have taken steps to ensure that Morgan Stanley is a responsible steward of 
the public’s investment in our business. We at Morgan Stanley laud the Committee’s efforts 
to ensure that America returns to prosperity most expeditiously, and I appreciate the 
opportunity to share more with you about our role in the TARP program. 

Sincerely, 

John J, Mack 



264 


Vikram S. Pandit 
Chief Executive Officer 


Citigroup Inc. 

399 Park Avenue 
New York, NY 10022 


let 212 793 1201 
Fax 212 793 9007 
vikram.pandit@citi.com 


March 24, 2009 


VIA EMAIL AND BY FACSIMILE 


Thomas G. Duncan, Esq., 

General Counsel 
Committee on Financial Services 
U.S. House of Representatives 
2129 Rayburn House Office Building 
Washington, DC, 20515 


RE: Additional Questions Submitted for the Record. Hearing of February 11. 2009 


Dear Mr. Duncan, 

This letter responds on behalf of Citigroup Inc. C'Citi") to your letter of March 4, 2009, in 
which you requested responses to additional questions submitted for the record from members of 
the Committee on Financial Services following its hearing entitled “ TARP Accountability: Use of 
Federal Assistance by the First TARP Recipients." 

I would like once again to thank Chairman Frank, Ranking Member Bachus and Members 
of the Committee for the opportunity to explain how Citi is putting the TARP capital investment it 
received from the Department of Treasury to work in the interests of U.S. consumers and 
businesses and the overall economy. 

Below, please find responses to the Committee's additional questions: 

Q 1 -I have one question, one urging. I hear from responsible borrowers who are not in default 
and who are paying their payments on time, their interest payments in some cases, that their 
principal is being called, they are asked to do a 10 percent call down on their principal, or that 
their credit lines are being restricted. And i know, in some cases, that this is probably a good 
lending practice because you are seeing some deterioration. But I would ask you, can we do a 
better job in that? And can the regulators assist you in that, or is there something that we can do 
to avoid those cases? 

Citi continues to lend responsibly to individuals, based on their creditworthiness. New U.S. 
consumer lending in the fourth quarter of 2008 totaled approximately $48.7 billion, despite a 
decline in consumer spending, tighter underwriting standards across the U.S. banking industry in 
light of the deteriorating credit environment and capital considerations. We also continue to work 
with borrowers who remain in good standing to provide them with the credit for which they are 
eligible. Because the U.S. economic outlook remains weak, we are proactively reaching out to 
borrowers who remain current but who are potentially at risk of defaulting on a mortgage, credit 
card or other consumer loan. In these cases, we are making sure that customers understand the 
options that are available to them - in terms of mortgage loan modification and other forbearance 
programs with expanded eligibility - if they are in danger of facing economic hardship. 

These programs are clearly working. For example, Citi’s most recent Mortgage Data report 
shows that the company's loss mitigation successes outnumbered foreclosures completed by a 
ratio of more than six to one in the fourth quarter of 2008. Working with individual homeowners. 
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we have taken interest rates down, extended maturities and forgiven principal that might be too 
high for people. 

In addition, we are rolling out new and incremental programs that will offer manageable terms to 
card members who are having financial difficulty to help them pay down their debt. For example, 
Citi is offering new forbearance programs with broadened eligibility criteria, affecting accounts in 
earlier stages of delinquency. We're working with an increasing number of customers to help 
them manage their credit card finances, including more than 350,000 people who entered Citi 
Card forbearance programs in the fourth quarter of 2008. 

I believe that Congress and the Obama Administration are taking critically important actions to 
shorten the recession and lessen its painful impact on all Americans through, among other things, 
TARP and the Financial Stability Plan, the Federal Reserve's monetary policy, TALF and the 
FDIC's funding guarantee program. Citigroup supports these efforts. 


Q2 - Let me just say to all eight of you that are here before us this morning, I would like for all of 
you to just kind of put in writing so that we could have it on the record - and I don't expect the 
answer here this morning - if each of you could just tell us how much your bank has paid itself on 
FDIC-guaranteed or other government-guaranteed financing, and what percentage of those 
finances were completed solely for the purpose of funding your bank. An example: I won 't name 
the bank, but you go out and you take $3 billion in one deal, and you go out with FDIC insurance, 
and you go to the market and you sell S3 billion worth of bonds in order to give yourself more 
liquidity. And they are FDIC-insured. . . Are you then paying your own investment banking firm? 
And how much are you paying your own staff, in terms of underwriting fees for selling what a 
kindergartner could sell out in the market today? 

Citi has issued $20.6 billion in FDIC-guaranteed financings to date under the Temporary Liquidity 
Guarantee Program (TLGP). Of a total of $52.6 million in underwriting fees paid on these 
transactions as of March 23, 2009, Citi has earned $42.2 million. The fees paid for underwriting 
services on these transactions are comparable among issuers/underwriters. 

Of the $20.6 billion in FDIC-guaranteed financings, the full amount was for the benefit of Citigroup 
and its subsidiaries, although none was issued directly by our primary bank, Citibank, N.A. 

In addition, Citigroup Funding Inc. has issued $50.8 billion in commercial paper guaranteed under 
TLGP through March 18, 2009 (of which $23 billion was still outstanding on that date.) Citi 
earned $2.11 million in fees for the distribution of this commercial paper to investors. 

Q3 - If you were asked to take TARP money, then you probably fit into the category of too big to 
fail. ..Sol guess my question is, whether in that context, an ever more aggressively regulated 
framework for larger banks, and maybe even not only banks but institutions that have systemic 
risk potentials, might be appropriate? What is your assessment of that? 

I recently spoke at the London School of Economics on regulatory reforms and addressed the 
principles I believe are important in establishing an enhanced regulatory structure. 

In my speech, I stated that we need to dramatically rethink our global financial architecture. Until 
now, we have been riding on a high-speed train, but on rails laid more than 60 years ago for a 
simpler, slower-paced world. Government regulatory mechanisms and private sector managers 
had capacity limitations that could not handle the rapidly accelerating pace and volume of new 
financial products being pushed through the system. We have also seen in times of stress that 
just about any meaningful financial institution is systemically important. This new global financial 
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and regulatory structure must therefore cast a very wide net around many financial institutions 
and activities. 

I believe, along with many others directly involved, three issues are critical for the creation of a 
21st century global regulatory system: 

• A regulatory structure that will allow markets to clear efficiently; 

« A financial architecture that can truly optimize global GDP growth; and, 

• Global coordination. 

First, in order to create an effective, truly global regulatory system for 21st century financial 
markets, we need a regulatory structure with: (1) greater transparency that will allow markets to 
function as efficiently as possible on their own; (2) a level playing field based on a system of 
uniform and consistent measurement that is globally applied to support stable markets that 
encourage investment, innovation and growth; and (3) an overarching systemic regulatory 
supervisor to ensure better oversight and management of global risks. 

We also need to identify and apply the requirements for a global financial architecture that will 
help drive global GDP growth. The goal is to design a system that will allow markets to clear and 
to establish a safety net for the wholesale funding markets required to help drive global GDP 
growth. 

Finally, all of this will require global coordination. The principles of global coordination we need to 
adhere to include uniformity of approaches to market structure; strong linkages between central 
banks throughout the world, well-capitalized clearing houses throughout the world; and consistent 
rules for capital, accounting, foreign exchange, etc. which promote global capital flows without 
hindrance. I agree with many conclusions by the G20 and by leading scholars, government 
officials and private sector experts elsewhere who call for enhancing the strengths of existing 
international institutions such as the IMF, the Financial Stability Forum, the World Bank and 
others. 


Q4 - Let me ask one other question going back to credit card risk and the impact on the economy 
in general. Is your alt's estimate that the size of this stimulus is sufficient to serve the purpose for 
which it is being represented? 

I believe that Congress and the Obama Administration are taking critically important actions to 
shorten the recession and lessen its painful impact on all Americans by creating a stimulus 
package designed to address the sharp slowdown in the economy and rising unemployment. 
Citigroup supports these efforts. 


Q5 - Could you each send us in writing what you did with all of those billions of dollars that you 
got? ... Could each of you go down the line and just give us a number, how much of your 
personal money you have invested in your company in new money during the last six months? 

Citi is committed to putting TARP funds to work promptly, prudently, and transparently to increase 
available lending and liquidity. 

On February 3, 2009, Citi released its TARP Progress Report for Fourth Quarter 2008 (the 
“Report"), which details the activities Citi has undertaken in connection with the TARP program 
and is available to the public on our Web site. Citi was the first major financial institution to 
publish such a report, a copy of which is attached. In the fourth quarter of 2008, Citi authorized 
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initiatives to deploy $36.5 billion across five areas to help expand available credit for people and 
businesses and support the recovery of the U.S. economy: 

• U.S. residential mortgage activities - $25.7 billion 

• Personal and business loans - $2.5 billion 

• Student loans - $1 billion 

• Credit card lending - $5.8 billion 

• Corporate loan activity -$1.5 billion 

Citi will update the Report each quarter and post it on our Web site. 

With respect to my personal investment in Citigroup, as I answered at the hearing, during the past 
six months I have invested $8.4 million in the Company's common stock. 


Q6- 1 would like you to provide for the record a detailed statement about planes and perks, but 
for now I would like you to raise your hand if your company currently owns or leases a private 
plan. 

Citi owns 5 aircraft, and we currently have 3 of these aircraft up for sale. We will not increase the 
number of aircraft we own while we are participating in the TARP capital program. We maintain 
a policy governing the use of our aircraft that restricts use to a limited number of executives. 

Citi continually reviews its benefits policies to ensure that they are competitive, appropriate and 
consistent with the environment in which we operate. As set forth in the Summary Compensation 
Table of our preliminary proxy statement for 2008, Citi’s Named Executive Officers received 
personal benefits in 2008 only with respect to ground transportation. They also received 401(k) 
plan matching contributions pursuant to the formula available to all eligible U.S. employees. 


Q7- 1 am talking now specifically about the TARP and/or the FDIC Temporary Liquidity 
Guarantee Program and the fees that would be utilized by underwriters therein. I think that Mr. 
Pandit talked earlier about that; the money that is legal, that you have to - bylaw you have to 
have it underwritten. My question is there is also opportunities there for it to be farmed out to 
others or contracted out to other minority firms or small firms, and I was wondering if anyone has 
done it with any of those fees specifically, with public dollars. 

Citi has issued $20.6 billion in FDIC-guaranteed financings to date under the Temporary Liquidity 
Guarantee Program (TLGP). Of a total of $52.6 million in underwriting fees paid on these 
transactions through March 23, 2009, a total of $1 .8 million was paid to 10 minority-owned firms. 
This amount represents the relative participation of the minority firms in the distribution of the 
FDIC-guaranteed securities. 


Q8 - And following up on a line of questioning from Congresswoman Maloney earlier in the 
hearing. And this is to you, Mr. Lewis. And I recognize that you are Bank of America and not 
Merrill Lynch, and there was a great deal of pressure on Bank of America to merge with Merrill 
Lynch , but we are all disturbed about the level of bonuses from Merrill Lynch. Was Bank of 
America aware of the contractual nature of those bonuses? ... And are those contracts a matter of 
public record, or can they be made a matter of public record? 
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Not applicable. 1 


Q9 - Gentlemen, you have been asked a lot of questions, and you seemingly answer them 
honestly to me. I have a couple of more detailed questions. Just by a show of hands, how many 
of your banks either directly or indirectly - and by indirectly I mean by loaning money to people 
that you knew would be using this money to invest in credit default swaps. How many of you 
engage in that? 

Citi makes markets in and trades credit default swaps, both on behalf of clients as well as for its 
own account. Citi uses credit default swaps to help mitigate credit risk in its corporate loan 
portfolio and other cash positions, to take proprietary trading positions, and to facilitate client 
transactions. In addition, financing provided by Citi to certain customers may be used in 
connection with their credit default swap activities. 


Q1 0 - 1 understand the argument that you make about foreign competition. It has been my 
impression that people here have generally been better compensated than people these other 
countries. So I would ask you to submit to me some cross-national comparisons. I am, frankly, 
skeptical from what I have seen that they are paying so much more in other places. Certainly not 
at your level. You are going to have to prove to me that you are really at risk there if there is 
some moderation. 

At Citi, we have started to make changes in our remuneration structure to make sure that 
compensation is not excessive and that we are compensating employees based on long-term 
value creation for shareholders. We intend to be an active participant in the discussion of the 
way forward on compensation in our industry, recognizing that these are complex issues. 

We are extremely concerned about the severe impact current legislative proposals on 
compensation and bonuses, if approved by Congress, would have on Citi as a TARP capital 
recipient. We believe the proposed limitations on bonus payments would dramatically reduce our 
ability to retain and hire the talent we need to strengthen our company and return to profitability. 

While we need to rethink compensation, the United States is the world's financial capital and we 
have to make sure that the American financial services industry remains competitive 
internationally. The decisions we take now will determine how our industry looks when the 
economic downturn is over - and for decades to come. Some of those decisions are about 
compensation. 

Top performers at U.S. banks are already leaving to work for foreign competitors and domestic 
companies which have not received TARP capital. At Citi, we are now seeing the departure of 
talented employees at the Managing Director and Director level to foreign competitors to work at 
their U.S. locations or overseas. These departing employees include a significant proportion of 
people whose total annual compensation is in excess of $1 million. In a number of cases, 
individuals have cited increases of 30 percent or more in their compensation. 

This trend is noticeable at Citi not only in business areas such as banking and markets but also 
functional areas such as finance, operations and technology, and compliance, where some top 
performing employees are leaving the financial services sector. The trend is also impacting talent 
recruitment, where prospective employees have cited concerns over the compensation outlook in 
rejecting offers from Citi. 


Addressed to Kenneth Lewis of Bank of America 
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It is clear that our foreign competitors see the present situation as an opportunity to hire away 
talented individuals. Josef Ackermann, the chief executive officer of Deutsche Bank, has 
remarked that “if you are only going to be able to pay a $500,000 bonus, I think talent will be 
happy to work for us. At the end of the day, this is a people business, about who has the best 
talent.” ( Financial Times, “Deutsche Bank woos US bankers,” 02/05/2009) 

I would also draw your attention to an article on February 6 in USA Today ("Executive pay cap 
could have unintended consequences ”) in which Alan Johnson, an independent compensation 
consultant of Johnson Associates, Inc. in New York is quoted as saying: “The unintended 
consequence [of compensation limits] is you end up killing the institution you tried to save. You 
drive away the good people.” 

On behalf of all the owners of Citi, we have to make sure that we have the best people in the right 
places, doing the right things to help create value for all our shareholders and in doing so 
contribute to the recovery of the U.S. economy. 


Q1 1 - Do your current safety and soundness regulators have the capacity, the sophistication, the 
expertise, to do a credible stress test, or what do we need to do to make sure that any stress test 
is credible and we know that any bank that gets a clean bill of health is in fact safe and sound ? 

We believe that the Supervisory Capital Assessment Program (SCAP) is a sound and robust 
framework from which to begin the process of assessing the sufficiency of capital in banking 
institutions. The development of a stress testing framework and its application to a variety of 
institutions, with different business models and portfolio exposures, is a complex undertaking. 

The Supervisors have created an outline of requirements that ensures each institution captures 
material and significant exposures within a defined set of assumptions, while also allowing us to 
utilize in-house analytics and expertise to produce timely results. 

We have already begun the process of reviewing our results and the underlying analytical 
processes with the SCAP supervisory representatives and our own on-site supervisory 
examination teams. This discussion is a natural extension of the ongoing dialogue we have with 
our on-site examination teams on our own stress testing processes and results. Further dialogue 
on the stress test results with subject matter experts from across the supervisory agencies is 
critical to understanding the robustness of an institution’s process, and the validity of their 
estimates. 


Qf 2 - Let me say, and I appreciate the gentleman raising that, I would ask that you give us in 
writing a response, because the gentleman raises a very important question. I will tell you, we 
hear a lot of this from our colleagues. It is the cutting off of the warehouse lending relationship in 
the middle of the movie, when there is inventory of some kind that was going to be financed by 
the warehouse lending and is cut off. I would ask that you talk to your people and give us 
answers in writing, and I would hope the answer would be that, well, yes, that is a problem, and 
even if we don 't want to take open any new commitments, we will allow for the orderly winding 
down of the existing commitments. 

CitiMortgage operated a warehouse lending facility (First Collateral Services) until October 2007, 
when we made an economic, risk-based and strategic decision to place the facility in a wind- 
down mode. The facility was officially closed in December 31 , 2008. 


As was the case for many other credit providers, capital and liquidity became extremely scarce 
when the secondary market for mortgage backed securities seized up in August 2007. Our exit 
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was based on a number of factors, including 1) economic and credit risks associated with banking 
unsalable loans; 2) diminishing investor demand resulting in significantly reduced asset values; 3) 
rapidly changing underwriting terms and parameters; and 4) capital constraints within Citi. 

Our orderly 15-month wind-down ensured that we honored all existing pipeline and loan term 
commitments to clients. We extended terms beyond our contractual obligations to lenders 
needing to secure additional credit facilities, and we retained staff throughout the period to help 
lenders secure alternative credit lines where possible. 


Q13- Do you think it is appropriate while in receipt of TARP funds to be trying to defeat measures 
such as the Employee Free Choice Act ? 

Not applicable. 2 


Q14 - What have we done to restore the confidence in the financial community that is going to 
help small businesses like I represent in Ohio to be able to get their line of credit to be able to buy 
goods for the spring and for the summer selling season? What has been done with the TARP 
money? Mr. Dimon, could I address that question to you? 

Not applicable. 3 


Q15 - There is a GAO report that just came out in December of 2008, and it talked about the 
number of the biggest financial institutions both in size and in their bailout receipts and that they 
maintain revenues in offshore tax haven countries where there are no or nominal taxes and 
minimal, if any, reporting. According to the Department of Treasury reports, the U.S. Government 
loses $100 billion a year in tax revenue from these tax dodges from all sources, including these 
firms. For instance, Citigroup claims 427 different overseas locations of tax jurisdictions, 90 in the 
Cayman Islands alone. And, by the way, you are receiving a 38 percent subsidy from the 
taxpayers right now. Morgan Stanley has 273 locations of which 1 58 or well more than half are in 
the Cayman Islands. Again, Morgan Stanley has about an 18 percent subsidy from the taxpayers 
right now. Are you willing to bring those offshore tax havens home to America? 


Citigroup is one of the largest international financial services firms in the world, operating in more 
than 100 countries. In a typical year prior to the economic downturn, Citigroup paid several 
billion dollars of income tax to the U.S. government. For example, for its 2005 and 2006 originally 
filed tax returns, Citigroup paid over $10 billion in aggregate to the U.S. government, making 
Citigroup one of the largest taxpayers in the United States. With respect to the 427 subsidiaries 
mentioned in the Hearing, most of these entities are special purpose entities with no, or virtually 
no, income and were set up for various legal structuring purposes and not for tax purposes. 

As background, the GAO report defines "tax havens" very broadly. For example, countries such 
as Hong Kong, Ireland, Singapore and Switzerland are all included in their definition. These are 
locations where Citi has been in business for many years and has thousands of employees and 
customers. Also, Citi appears to have an especially large number of subsidiaries in these "tax 
haven" jurisdictions due a difference in public reporting methodology - Citi reports a list of all 
subsidiaries, no matter how insignificant, and other non-banking companies only report smaller 
lists of "significant subsidiaries.' 1 


Addressed to Kenneth Lewis of Bank of America 
Addressed to James Dimon of JPMorgan Chase & Co 
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Q 16 (- 1 appreciate both your comments, but is it possible to get numbers so I can just get a 
sense of how the loan volume is different in Michigan than other States? Would you both be 
willing to provide that information? 

Not applicable. 4 


Q17- How many of you are creditors to the auto industry, have substantial loans or substantial 
debt instruments of some form or another? Basically all of you, except Mr, Stumpf. Everybody 
has it. Well, then, how many of you have received proposals from the auto companies ... 
proposals from the auto companies to restructure that debt, which, as you know, is a condition 
that has placed on it to have substantial concessions from debt holders to renegotiate that debt? 
How many of you have already received specific proposals from the auto companies? 

Citigroup has provided extensive and wide-ranging support to the U.S. auto industry, including to 
Chrysler, Ford, and GM, as well as to parts suppliers, automotive finance companies, car rental 
companies, and individual consumers. This support has come in the form of direct loan facilities, 
receivable securitizations, hedging facilities, cash management lines, loans and leases to 
consumers, and direct equity investments. It should be noted that in certain circumstances we 
significantly increased our lending to the finance arms of these companies to enable consumers 
to purchase cars when the securitization market for these consumer loans was no longer 
available. 

For the past several years, as the U.S. auto industry has come under increasing stress, we have 
been in constant dialogue with our customers to provide capital in ways that protect both 
borrowers and investors. We expect this process to continue as the industry moves through this 
period of transition. 


Rep. J. Gresham Barrett (SC-3) 

Financial Services Committee Hearing 
"TARP Accountability: Use of Federal Assistance by the First TARP 
Recipients" 

Wednesday, February 1 1, 2009 

Vikram Pandit, CEO, Citigroup 

• What was Citigroup's peak leverage ratio over the past 4 years ? 

• What was Citigroup's peak leverage ratio at any point over the past 4 years when its 
assets were performing as normal? 

o In hindsight, do you believe that Citigroup was overleveraged at any point over the 
past 4 years before the values of assets in its portfolio began generally to fall? 
o If so, what prompted Citigroup to reach that leverage ratio? Did Citigroup take any 
steps to deleverage at that time? 

Citi was "well capitalized" under federal bank regulatory agency definitions in each of the past 
four years. 

Under these definitions, to be considered "well capitalized" a bank holding company must have a 
Leverage Ratio of at least 3 percent, and not be subject to a Federal Reserve Board directive to 
maintain higher capital levels. As disclosed in Citi’s 2008 Form 10-K, its Regulatory Leverage 


Addressed to James Dimoti of JPMorgan Chase & Co and Kenneth Lewis of Bank of America 
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Ratio was 5.35 percent as calculated at December 31, 2008, 5.16 percent in 2007, 4.03 percent 
in 2006 and 6.08 percent in 2005, 

Citi's Regulatory Leverage Ratio at December 31, 2008 benefited from the recent U.S. 
Government TARP investments as well as from a reduction in the size and composition of the 
Company's balance sheet under a program designed to reduce exposure to certain assets. 

The Leverage Ratio is calculated by dividing Tier 1 Capital by leverage assets - defined as each 
year's fourth quarter adjusted average of total assets net of goodwill, intangibles and certain other 
items as required by the Federal Reserve. 


• What was the maximum rate of asset non-performance that Citigroup’s portfolio was 
designed to withstand before causing problems with its capital ratios? 
o Was this rate exceeded? 

o If so, when did you know that this rate was exceeded? 

The Company believes that effective risk management is of primary importance to its success 
and, as stated above, Citi was “well capitalized" under federal bank regulatory agency definitions 
in each of the past four years. 

Citi has a comprehensive risk management process to monitor, evaluate and manage the 
principal risks it assumes in conducting its activities. These risks include credit, market, liquidity 
and operational, including legal and reputational, exposures. 

The Chief Risk Officer monitors and controls major risk exposures and concentrations across the 
organization. This means aggregating risks, within and across businesses, as well as subjecting 
those risks to alternative stress scenarios in order to assess the potential economic impact they 
may have on the Company. 

During 2008, comprehensive stress tests were implemented across Citi for mark-to-market, 
avaitable-for-sale, and accrual portfolios. These firm-wide stress reports measure the potential 
impact to the Company and its component businesses of very large changes in various types of 
key risk factors (e.g. interest rates, credit spreads), as well as the potential impact of a number of 
historical and hypothetical forward-looking systemic stress scenarios. 

The stress testing exercise is a supplement to standard limit-setting and risk capital exercises, as 
these processes incorporate events in the marketplace and within Citi that impact our outlook on 
the form, magnitude, correlation and timing of identified risks that may arise. 


• How was Citigroup exposed to the holdings of other financial institutions? 

o How did Citigroup hedge against the nonperformance of assets held by other 
financial institutions? 

Citi, with its global reach and broad product offering, undertakes a diversified and significant 
amount of activities with other financial institutions, particularly in our global transaction services 
and capital markets businesses. This includes cash and securities clearing, traditional lending, 
counterparty capital markets activities including foreign exchange, derivatives - credit default, 
interest rate and currency swaps, commodity-based products, and secured financings - 
repurchase agreements and securities lending. 

Citi uses a variety of techniques and financial instruments to manage its exposures to financial 
institution counterparties. In connection with our capital markets businesses with financial 
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institutions, most of our business is covered under daily margining agreements with tight terms. 

In distress situations or with higher risk names, we require initial upfront margining/haircuts. Risk 
Management also considers the following risk mitigants: netting; re-couponing; dynamic hedging; 
and mandatory and optional early termination agreements. In the capital markets business, we 
have also taken upfront collateral in distress situations in support of accepting assignments and 
novations of trades from third parties. For the loan book, in addition to the covenant package 
which would be included in each deal, similar to our approach with the corporates, we hedge our 
exposure with the purchase of credit default swaps ("CDS"). CDS purchases are typically done 
on either a portfolio basis or one-off single name purchases. On the cash and securities clearing 
business, we monitor intra-day line usage closely. In distress situations, we tighten lines and will 
ask clients to prefund their accounts above certain levels of exposures. Should the situation 
become of greater concern, we require the client to provide collateral in order to facilitate our 
ongoing cash and securities services. 


• How much did your predecessor at Citigroup rely on the rating agencies in Citigroup's 
risk management processes? 

o In hindsight, do you believe that Citigroup was over-reliant on the ratings provided by 
the rating agencies for its risk management processes? 

From a credit risk standpoint, Citi has long relied on its own internally-developed risk rating 
processes to assess the creditworthiness of institutional and corporate customers. The 
maintenance of accurate and consistent risk ratings across the corporate credit portfolio facilitates 
the comparison of credit exposure across all lines of business, geographic regions and products. 

Obligor risk ratings reflect an estimated probability of default for an obligor and are derived 
primarily through the use of statistical models (which are validated periodically), external rating 
agencies (under defined circumstances), or approved scoring methodologies. Facility risk ratings 
are assigned, using the obligor risk rating, and then factors that affect the loss given default of the 
facility, such as support or collateral, are taken into account. 

For the rated bond positions in trading portfolios, Citi, like most of its peers, utilized rating agency 
ratings as a metric to establish concentration limits across bands of issuer quality. 

Enhancements are under way to supplement existing risk metrics and the information available to 
business and risk managers. This includes work in the wholesale businesses to better link risk 
measures and P&L volatility. 


I trust that the answers above are responsive to the Committee's questions. 
Please do not hesitate to contact me directly if you have any further questions. 


Sincerely, 
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A MESSAGE FROM VIKRAM PANDIT 

CHIEF EXECUTIVE OFFICER, CITI 


The United States Government has made a significant investment in major financial 
institutions, including Citi, under the Troubled Asset Relief Program (TARP). Citi 
understands that TARP is about helping the American people, and supporting U.S. 
businesses and our communities. Our responsibility is to put these funds to work quickly, 
prudently, and transparently to increase available lending and liquidity. 

This report is the first that we will publish about the activities we are undertaking in 
connection with the TARP program. It also explains the many other steps Citi is taking to 
assist American families and individuals who face financial hardship or are at risk of losing 
their homes. 

We will update this report each quarter, following our quarterly earnings announcement, and 
it will be posted at www.citiqroup.com . 

Separately from our initiatives under TARP, Citi continues to lend to clients and customers 
as part of our ongoing business. In the fourth quarter of 2008, we extended approximately 
$75 billion in new loans to people and businesses in the United States. 

Shortly after Citi received TARP capital late last year, we created a Special TARP Committee 
of senior executives to approve, monitor and track how we use it. The Committee has 
established specific guidelines, which are consistent with the objectives and spirit of the 
Treasury investment program. 

We will use TARP capital only for those purposes expressly approved by the Committee. 
TARP capital will not be used for compensation and bonuses, dividend payments, lobbying 
or government relations activities, or any activities related to marketing, advertising and 
corporate sponsorship. 

In the fourth quarter of 2008, the Committee considered numerous proposals and authorized 
initiatives to deploy $36.5 billion across five areas to help expand available credit for people 
and businesses and support the recovery of the U.S. economy. 

These investments, combined with the wide range of other initiatives detailed in this report, 
are central to Citi’s effort to address the pressures on individuals, families and businesses 
created by this very difficult economy. 

In this first stage, we are putting capital to work in the following areas: 

■ U.S. residential mortgage activities ($25.7 billion) 

- Personal and business loans ($2.5 billion) 

■ Student loans ($1 billion) 

" Credit card lending ($5.8 billion) 

■ Corporate loan activity ($1.5 billion) 
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We also continue to focus on supporting the U.S. housing market: 

• Since the start of the housing crisis in 2007, we have worked successfully with 
approximately 440,000 homeowners to avoid potential foreclosure on combined 
mortgages totaling approximately $43 billion. Last year, we kept approximately four 
out of five distressed borrowers with mortgages serviced by Citi in their homes. 

■ We are adopting the FDIC's streamlined model for post-delinquency loan 
modification programs. And, through the Citi Homeowner Assistance Program, we 
continue to reach out to families and individuals who may be experiencing some form 
of economic stress despite being current on their payments. 

■ We are also continuing our foreclosure moratorium for eligible borrowers with Citi- 
owned mortgages who work with us in good faith to remain in their primary residence 
and have sufficient income to make affordable mortgage payments. 

• To ensure that our efforts have the broadest possible impact, Citi has worked with 
investors and owners of more than 90 percent of the 4.3 million mortgages we 
service - but do not own - so that many more qualified borrowers can also benefit 
from this moratorium. 

In addition, as municipal bond underwriters, we are working with state and local governments 
to help them in these difficult times, and we continue to help U.S. corporations find sources 
of new capital to fund their businesses through our underwriting of debt and equity offerings. 

The Government, on behalf of American taxpayers, has invested in Citi. We have an 
obligation to repay that confidence in ways that go well beyond the $3.41 billion that Citi will 
pay the Government each year in dividends associated with its TARP investment and a 
separate loss sharing agreement. 

We will continue to work in partnership with the Government to help put the economy back 
on track. As we work to expand the flow of credit and as confidence begins to return to the 
financial system and the U.S. economy overall, we will continue to evaluate our use of TARP 
capital to help ensure that we deploy it appropriately. We look forward to updating you after 
the end of the first quarter. 


Vikram Pandit 

Chief Executive Officer 

Citi 
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I. TARP PROGRAM ACTIVITIES 


a. Putting TARP Capital to Work 



Since October 2008, the U.S. Government has made a significant investment in major 
American financial institutions, including Citi. The Treasury’s $45 billion investment in 
Citi has helped to strengthen our capital ratios, so we are better able to fund new 
lending initiatives in support of the U.S. economy, homeowners and businesses. 

Following is a summary of Citi's actions to date regarding our use of TARP capital. 


■ In early November 2008, Citi created a Special TARP Committee (the 

“Committee") of senior executives, which meets frequently to review and approve 

the use of all TARP capital under clear 

guidelines. 


■ As a first step, Citi used $10 billion in 
November to purchase pools of 
mortgages secured by Fannie Mae, the 
government-sponsored housing finance 
agency, to help provide liquidity to the 
secondary market at a time when Fannie 
Mae's funding costs had increased 
significantly. 


The Treasury’s $45 billion 
investment in Citi has helped 
to strengthen our capital 
ratios, so we are better able to 
fund new lending initiatives in 
support of the U.S. economy, 
homeowners and businesses. 


- This initial investment will mature in February 2009, when Citi will be able to 
redeploy the funds for other primary lending or secondary market activities. 


• In the fourth quarter of 2008, the Committee considered proposals related to 
TARP totaling $51.2 billion. The Committee has authorized initiatives to deploy 
$36.5 billion across five areas of activity in ways that help expand available credit 
for people and businesses and support the recovery of the U.S. economy. 


- The initiatives the Committee has approved so far are divided more or less 
evenly between primary lending and secondary markets activity, which are 
explained later in this section. Both of these sectors play an important role in 
the overall flow of credit in the U.S. economy. 


Some of our new initiatives are already under way, although it is important to note that 
new primary lending programs take time to roll out, and depend on factors that include 
loan demand, which declined substantially during the quarter and remains weak. 

The initiatives, which total $36.5 billion, are as follows: 


6 
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1. U.S. residential mortgage activities - $25.7 billion 

Citi is investing a total of $10 billion in securities backed by various types of conforming 
mortgages guaranteed by the government-sponsored housing finance agencies Fannie 
Mae and Freddie Mac. 

■ Citi is investing $5 billion of the total in 1 5-year fixed rate mortgages. The 
remaining $5 billion is divided evenly between mortgages whose interest rates 
adjust after three or five years. 

* By investing in these securities in the secondary markets, we are helping to 
expand the flow of credit to people by providing liquidity to lenders who need to 
replenish funds so that they can 
continue to originate mortgage loans. 

■ This action can also help reduce the 
cost of consumer borrowing by 
ultimately enabling originators to lower 
interest rates on new mortgages, thus 
supporting government efforts to 
restore stability to the U.S. housing 
market. 

Citi is purchasing U.S. prime residential 
mortgages in the secondary markets with a 
face value of $7.5 billion that were made to qualified borrowers, based on their credit 
histories and verifiable ability to make their monthly payments. 

■ This activity will also help to expand the flow of credit to people by providing 
liquidity to lenders who need to replenish funds to make new mortgage loans. 

■ This can also help reduce the cost of consumer borrowing by ultimately enabling 
originators to lower interest rates on new mortgages, thus supporting government 
efforts to restore stability to the U.S. housing market. 

Citi is also making prime mortgage loans totaling $8,2 billion directly to families and 
individuals. 

■ These are in the form of non-conforming mortgage loans - defined as mortgages 
whose value exceeds the limits set for government-sponsored loans. These 
limits range from $417,000 to $625,500 in the continental United States, 
depending on the county. 

■ Non-conforming mortgage loans are frequently necessary in high-cost areas 
where home prices exceed the national average, even in a down market. 


The Committee has authorized 
initiatives to deploy $36.5 billion 
across five areas of activity in 
ways that help expand available 
credit for people and businesses 
and support the recovery of the 
U.S. economy. 


7 
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■ Because Fannie Mae and Freddie Mac are not required to buy non-conforming 
mortgages, interest rates are higher than on conforming loans. 

■ Non-conforming mortgages also carry a higher risk to lenders, and originations 
on these loans have fallen far more sharply than on conforming mortgages in the 
past year. 


2. Business and personal loans - $2.5 billion 

Citi is making $1 billion available for tailored loans to clients or businesses facing 
liquidity problems. This may include loans secured by commercial real estate, or loans 
to businesses holding securities that have become illiquid because of the credit crisis, 
such as Auction Rate Securities. 


Citi is also offering $1 .5 billion of credit to qualified customers of its consumer finance 
company CitiFinancial for personal loans to consolidate debts and meet unexpected 
expenses. 


3. Student loans - $1.0 billion 

Citi is originating student loans through the 
Federal Family Education Loan Program 
(FFELP), a public-private partnership 
created by Congress to deliver and 
administer guaranteed, low-cost education 
loans. 


The initiatives the Committee has 
approved so far are divided more 
or less evenly between primary 
lending and secondary markets 
activity. Both of these sectors play 
an important role in the overall 
flow of credit in the U.S. economy. 


■ Citi expects this action will help provide needed credit for students and middle- 
and low-income parents who are finding it difficult to afford tuition. 


4. Credit card lending - $5.8 billion 

The special programs Citi is offering include expanded eligibility for balance- 
consolidation offers, targeted increases in credit lines and targeted new account 
originations, subject to Citi's customary sound lending standards. 

■ Credit cards play a critical role in helping people and businesses purchase basic 
goods and services. Based on available national economic figures, Citi 
estimates that 20 percent of total personal spending flows through credit card 
transactions, often for everyday essentials. 


8 
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5. Corporate Loan Activity - $1.5 billion 

Citi is investing $1.5 billion in commercial loan securitizations, which have historically 
been a significant buyer of secured loans to U S. companies. 

■ This investment activity will increase demand and liquidity in the corporate loan 
market and help to strengthen the confidence of global investors, who in the past 
have been a substantial source of funding to U.S. companies. 

■ Increased investor appetite for corporate loans stimulates lending to U.S. 
companies and ultimately lowers the cost of borrowing for these businesses. 
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b. Our TARP Guidelines 


The Department of the Treasury has made two preferred stock investments in Citi 
through the TARP program. 

The first investment, or TARP I, was a $25 billion purchase of preferred stock on 
October 28, 2008. The second investment, or TARP II, was a $20 billion purchase of 
preferred stock on December 31 , 2008. 

Also, on January 16, 2009, Citi issued $7 billion in preferred stock to the Treasury and 
the Federal Deposit Insurance Corporation (FDIC) as part of a loss sharing program 
with the U.S. government on a $301 billion portfolio of assets. All of the preferred 
securities pay dividends to the U.S. Government totaling $3.41 billion per year. 

■ The Committee has established specific guidelines which are consistent with the 
objectives and spirit of the Treasury investment program. The complete 
guidelines can be found in the Appendix to this report. 

■ The use of TARP capital is being tracked, and it will not be used for any 
purposes other than those expressly approved by the Committee. 

■ Committee approval is the final stage in a four-step review process to evaluate 
proposals from Citi businesses for the use of TARP capital, risk, and the potential 
financial impact and returns. 

Citi will meet all regulatory reporting requirements associated with TARP. We will also 
update this progress report each quarter, following our quarterly earnings 
announcement, and make it public at www.citiaroup.com . 

The TARP securities purchase agreements stipulate that Citi will adhere to the following 
objectives as a condition of the Treasury’s capital investment: 

■ "To expand the flow of credit to U.S. consumers and businesses on 
competitive terms to promote the sustained growth and vitality of the U.S. 
economy. " 

• "To work diligently, under existing programs, to modify the terms of 
residential mortgages as appropriate to strengthen the health of the U.S. 
housing market." 

Permitted Uses 

Citi’s guidelines call for TARP capital to be deployed in a prudent and disciplined 
manner consistent with Citi's strategic objectives and the Treasury's goal of 
strengthening the financial system in the United States and expanding the flow of credit. 
TARP capital is equity, in the form of preferred stock. It will be used exclusively to 
support investments and not for expenses, which are covered as part of our cash flow. 

11 
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Prohibited Uses 


TARP capital may not be used for any of the 
following purposes: 

■ Compensation or bonuses. 

■ Dividend payments. 

■ Lobbying or government relations 
activities. 

■ Marketing, advertising or corporate 
sponsorship activities. 

TARP capital will not be used for any purposes 
other than those expressly approved by Citi's 
Special Committee. 

■ We have not lobbied on TARP-related issues since we received TARP capital 
and will not do so. 

■ Citi’s businesses are required to report back to the Committee on the activities 
for which any TARP capital was used, as well as the performance of those 
investments. 

* The Committee reports periodically to Citi’s Board of Directors on the specific 
uses to which TARP capital has been applied. 


TARP is about helping the 
American people, and 
supporting U.S. businesses 
and our communities. Our 
responsibility is to put these 
funds to work quickly, 
prudently, and transparently 
to increase available lending 
and liquidity. 


c. Primary Lending and Secondary Markets 


One of the biggest challenges facing governments, regulators and financial institutions 
today is how to energize the financial system in order to promote economic activity. In 
the near-term, actions need to focus on restarting the flow of credit. 

Secondary markets play a fundamental role in this process, which is why approximately 
half of the funds involved in Citi’s TARP initiatives are directed there. The following 
section explains the differences between primary lending and the secondary markets, 
and why the proper functioning of secondary markets is so important to economic 
recovery. 


12 
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Primary Lending 

■ Primary lending refers to the money that banks and other financial institutions 
extend as credit directly to people and businesses, as well as to state and local 
governments, and other borrowers. 

• Common forms of primary lending include mortgages on residential and 
commercial real estate, personal loans, credit card lines, student loans, lines of 
credit which businesses use to fund their day-to-day activities and pay suppliers 
and workers, and loans that businesses use to expand and grow. 

■ Rates of interest on primary loans are governed by a number of factors. They 
include the level of the benchmark federal funds rate set by the Federal Reserve, 
the amount of credit available in general, the creditworthiness of individual 
borrowers and the risk associated with a particular loan. 

■ Secured loans like mortgages are made against the underlying value of a home 
or certain commercial real estate, which is pledged against the loan as collateral. 

• Credit cards are unsecured debt. Borrowers do not have to provide collateral to 
support a credit card line, which results in losses for credit card issuers that are 
more frequent and more severe than with secured loans. Issuers charge higher 
interest rates to support the higher credit costs associated with unsecured loans. 

Secondary Markets 

» Mortgage originators and other lenders can hold the loans they make on their 
balance sheet, or they can securitize and sell them to investors in the secondary 
market, using the proceeds to originate new loans to families, individuals and 
businesses. 

■ Active secondary markets in which borrowers can transfer or sell lending assets 
provide critical support to primary lending. 

• Consumers and businesses ultimately benefit from active secondary markets 
through the lower cost of credit and the availability of primary lending funds. 

■ When confidence falls and liquidity disappears in the secondary market, as is 
now the case, the flow of credit slows and primary lending to people and 
businesses becomes more difficult and expensive to obtain. 




Total Approved TARP Lending Initiatives = $36.5 Billion 


4 


Secondary 
Lending Markets 



Primary lending 
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II. LENDING ACTIVITY 
a. New Lending in the Fourth Quarter of 2008 



Separately from its TARP initiatives, Citi remains committed to helping commercial 
clients and retail customers find workable 


solutions that address their financial needs 
responsibly and allow them to meet their 
obligations. 

While it is the case that overall bank lending 
demand for credit both declined in the fourth 
quarter, Citi extended new loans totaling 
approximately $75 billion to customers and 
clients in the U.S. 


A company in New York state with 
1 0 employees that manufactures 
home gardening supplies came to 
and us for a $150,000 loan and a 

$100,000 credit line to bring a new 
product to market. The funding is 
being used to expand the 
business. 


Citi's U.S. deposits at the end of the fourth 

quarter were $289.8 billion, meaning that approximately every four dollars we held in 
U.S. deposits supported one dollar of new lending initiatives. 


■ Citi continues to lend responsibly to individuals based on their creditworthiness. 
Factors we consider in reviewing loan applications include a borrower's ability to 
repay, the size of a loan compared to the value of the underiying collateral, 
verifiable income, credit history and regional conditions. 

■ We continue to provide loans, lines of credit and commercial real estate 
mortgages to U.S. companies, from small and medium-sized businesses to some 
of the largest employers in the country. 

* As municipal bond underwriters, Citi works every day with state and local 

governments to help them in these difficult times. We also continue to help U.S. 
corporations find sources of new capital to fund their businesses through the 
underwriting of debt and equity offerings. 


15 
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Lending to Businesses and Corporations 


Citi remains engaged in helping U.S. companies of all sizes obtain the funding they 
need to run their businesses. Commercial and corporate loans, credit lines and 
mortgages help these businesses work through periods of reduced activity, pay their 
employees and suppliers, and also grow. 

TARP capital is not being used directly for these activities, but this capital does provide 
important support for Citi's ongoing efforts to meet the financing needs of our 
commercial clients. 

We continue to lend actively to small commercial companies with credit needs of less 
than $100 million through our retail branch network, and through dedicated sales and 
relationship officers. This includes a small business segment focused on servicing 
companies with credit needs of less than $250,000. 

■ Citi offers term loans, loans guaranteed by the Small Business Association, lines 
of credit, commercial mortgages and equipment financing to small businesses 
and other small commercial clients. 

■ Overall loan balances outstanding in small business and commercial banking 
have grown 22 percent to $8.9 billion in December 2008 from $7.3 billion in 
December 2007 primarily as a result of new loan originations and funding of 
previously committed lines of credit. 

■ In the small business category alone, loan balances outstanding rose over the 
same period from $950 million to $1 .29 billion. 

Here are some examples from the fourth quarter: 

■ A company in New York state with 10 employees that manufactures home 
gardening supplies came to us for a $150,000 loan and a $100,000 credit line to 
bring a new product to market. The funding is being used to expand the 
business, which expects to increase its sales by 40 percent in 2009. 

* We extended a 1 0-year commercial mortgage for $1 .5 million and a revolving line 
of credit for $7 million to fund working capital needs to a wholesale distributor of 
consumer goods in New Jersey with 35 employees and sales of $164 million. 

* We extended a 1 0-year commercial mortgage for $1 million to a distributor of 
industrial supplies in New York state which employs 70 people and has sales of 
$18 million. 
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Citi works primarily with large corporate and institutional borrowers to fund expansion, 
support strategic transactions, pursue activities in the secondary market and provide 
debtor-in-possession financing for companies in bankruptcy. 

Overall lending has declined over the past year as demand for borrowing contracted 
and Citi remained judicious in its lending practices. However, in the fourth quarter of 
2008, we were the lead underwriter for U.S. syndicated loans totaling $22 billion. 

« For the full year, Citi served as the lead underwriter for U.S. syndicated loans 
totaling $126 billion. 

Examples of our involvement included: 

■ A $1 .9 billion 364-day contingent liquidity facility for Alcoa, Inc., which the 
company put in place to provide additional backstop liquidity for its existing 
commercial paper program. 

■ A new $2 billion 364-day syndicated revolving credit facility for Abbott as a 
backstop for commercial paper. 

■ Joint lead and joint bookrunner on a $17 billion bridge loan to the Verizon 
Wireless $28 billion purchase of Alltel Corp. 


b. The Lending Environment 


in the past year, U.S. and world financial markets have been tested in unprecedented 
ways. Across the financial services industry, lending has declined markedly as banks 
work to reduce risks to their balance sheets and exposure to future credit losses 
resulting from the downturn in the housing market and the economy as a whole. 


Demand for borrowing has also fallen sharply as people and businesses reduce 
spending in the face of rising unemployment 
and the contraction of the economy. 


For example, consumer borrowing, 
which includes credit card spending 
and auto loans, dropped at an annual 
rate of $7.9 billion in November 
2008, according to the Federal 
Reserve, the biggest decline in the 
65 years since the Fed began 
tracking this data. 


In this difficult environment, Citi will 
not - and cannot - take excessive 
risk with the capital the American 
public and other investors have 
entrusted to the company. 
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■ U.S, households are also saving more money for the first time in many years. 
According to the Bureau of Economic Analysis, the personal savings rate in 
November 2008 was 2,8 percent of disposable income, four times the rate in the 
same month of 2007. 

Banks and other lenders have tightened 
access to credit and are conserving capital in 
order to absorb the losses that occur when 
borrowers default. 

* For example, Citi has seen a steady 
rise in loss rates on credit cards in the 
past year. Our net credit loss rate for 
North American cards was 8.0 
percent in the fourth quarter of 2008, compared to 5.5 percent in the fourth 
quarter of 2007. 

* Accordingly, we have taken actions in certain high risk segments to lower the 
company's credit exposure by reducing open or unused credit lines. 

In this difficult environment, Citi will not - and cannot - take excessive risk with the 
capital the American public and other investors have entrusted to the company. 

■ We will continue to adhere to our basic sound lending principles, both in our 
TARP-related activities and across our businesses, in a way that balances our 
commitment to providing support for the U.S. economy with our responsibility to 
manage risk appropriately and deliver value for investors, including the taxpayer. 


We will continue to adhere to our 
basic sound lending principles, in a 
way that balances our commitment 
to providing support for the U.S. 
economy with our responsibility to 
manage risk appropriately. 


19 
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III. HELP FOR HOMEOWNERS AND OTHER 
BORROWERS 

a. Helping Homeowners 



Homeowner retention solutions for Citi’s U.S. 
mortgage lending businesses remained favorable 
in the fourth quarter of 2008. 

• Loss mitigation solutions outnumbered 
foreclosures completed by a ratio of more 
than six to one. 

• Total loss mitigation actions increased 33 
percent from the third quarter of 2008 to 
the fourth quarter of 2008. 


Since the beginning of 2007, Citi 
has worked successfully with 
approximately 440,000 
homeowners to avoid potential 
foreclosure on combined 
mortgages totaling approximately 
$43 billion. 


Citi has worked with mortgage holders since the start of the U.S. housing market crisis 
to help keep them in their homes. We are working to reduce or mitigate the hardships 
many American families face and, at the same time, contain the financial losses that Citi 
itself has to confront in the event of borrower default. 


« Since the beginning of 2007, Citi has worked successfully with approximately 
440,000 homeowners to avoid potential foreclosure on combined mortgages 
totaling approximately $43 billion. 

• In 2008, we kept approximately four out of five distressed borrowers with 
mortgages serviced by Citi in their homes using various home retention solutions. 

• Citi was the first financial services company to report publicly on the impact of its 
foreclosure prevention initiatives, in its quarterly Citi U.S. Mortgage Lending Data 
and Servicing Foreclosure Prevention Efforts report - first published in February 
2008, 

As the economic downturn has continued, Citi is doing even more to help homeowners, 
and employs a variety of means to assist borrowers who are having trouble meeting 
their mortgage payments. 

• A specially trained servicing unit works with homeowners to find long-term 
solutions and tries to ensure that, wherever possible, no borrower loses his or 
her home. 
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■ We continuously evaluate our portfolios to identify those borrowers who can save 
money and reduce monthly payments, and offer them timely homeowner 
retention solutions. 

- To better meet the increased needs of at-risk borrowers and reach as many 
of these borrowers as possible, we have increased the number of staff 
dedicated to the important task of loss mitigation by more than two and a half 
times, compared with just a year ago. 

■ Citi puts a specific focus on finding long-term solutions for borrowers in need. In 
support of this, loan modification is a key tool 
in helping to prevent foreclosure. Citi has 
found modifications to be effective in helping 
borrowers avoid foreclosure. 

- In keeping with this commitment, we are in 
the process of adopting the FDIC's 
streamlined modification program where 
the borrower is at least 60 days delinquent 
or where a long-term modification is 
appropriate. 

- In November 2008, we announced the Citi 
Homeowner Assistance Program for families, 
particularly in areas of economic distress and sharply declining home values, 
whose mortgages Citi holds. 

- For those borrowers who may be experiencing some form of economic stress, 
although still current on their mortgages, we are deploying a variety of means 
to help them remain in their homes. 

■ We are continuing our foreclosure moratorium for eligible borrowers with Citi- 
owned mortgages who work with us in good faith to remain in their primary 
residence and have sufficient income to make affordable mortgage payments. 

- To ensure that our efforts have the broadest possible impact, Citi has worked 
with investors and owners of more than 90 percent of the 4.3 million 
mortgages we service - but do not own - so that many more qualified 
borrowers will also benefit from this moratorium. 

■ In addition, in late 2008, due to falling interest rates, Citi experienced a significant 
increase in calls from borrowers seeking to refinance their mortgages. 

- To make sure we are being as effective as we can in providing practical help 
to these homeowners, we are deploying more resources to help customers 
who call about refinancing and are working with them to make their 
mortgages more affordable. 
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Citi has worked with 
investors and owners of 
more than 90 percent of 
the 4.3 million mortgages 
we service - but do not 
own - to make sure that 
many more qualified 
borrowers will also 
benefit from our 
foreclosure moratorium. 
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Loss Mitigation Actions - Serviced Loans 

{Total Ciii) 



Q12G08 Q2 200S Q3 2008 Q4 2008 

*a Foreclosures ’J ‘Other Loss Mitigation Actions « Modifications 


*lnciudes: Extensions, HSAs, Repayment Plans, Reinstatements, Short Sales and Deeds in Lieu.. See Appendix for 
definitions. 
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b. Support for Credit Card Holders 


Credit cards play an important role in the nation's economy by helping people and 
businesses complete transactions and pay for goods. 

■ In 2007, transactions worth $1 ,9 trillion were completed in the U.S. on credit 
cards industry-wide. Currently, there are about $4.8 trillion of open credit lines in 
the United States. 

■ Based on available national economic figures, Citi estimates that about 20 
percent of all personal consumption - the engine of the.U.S. economy - involves 
credit card transactions, often to purchase day-to-day essentials like groceries, 
clothing and gas. 

Citi’s primary objective, particularly in this environment, is to fund the expansion of 
credit to existing card members and target new account originations, based on their 
ability to repay their loans. 

■ In 2009, Citi Cards plans to extend a significant amount of new credit to U.S. 
consumers, within Citi's customary sound lending standards. 

* Since receiving the first installment of TARP capital, Citi has made plans to 
expand its lending activities further and extend affordable credit to lower risk 
borrowers. 

In addition, we are rolling out new and incremental programs that will offer manageable 
terms to card members who are having financial difficulty to help them pay down their 
debt. 

■ For example, Citi is offering new forbearance programs with broadened eligibility 
criteria, affecting accounts in earlier stages of delinquency. These include 
payment incentives, match payments and balance-consolidation programs that 
accelerate the reduction, or amortization, of card loans without materially 
increasing the cost to consumers. 

■ We are also marketing programs to customers who, although current on their 
accounts, may need additional help to repay their balances. We expect to ramp 
up these programs through mid-2009. 
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Citi Cards - New Entrants to Forbearance Programs 


g 200,000 

< 





h Short-term 
(up to 12 months) 


w Long-Term 

(between 12 and 60 months) 


’’Primarily delinquent accounts (includes limited current accounts.) Note: Short-term programs include full/parfiai 
payment deferrals, reduced minimum payments, match payments; long-term programs include balance 
consolidation actions and adjustment of terms. 
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IV. CITI IN THE COMMUNITY 

a. Citi Office of Homeownership Preservation (OHP) 



Citi understands how critical affordable housing and credit are for all Americans. Since 
the start of the housing crisis, we have accelerated our efforts with our many community 
partners to help develop solutions that preserve homeownership. 

Many distressed homeowners in urban communities across the U.S. prefer to work 
directly with a third party who can help them understand the resources that are available 
to them and how to work with their lender to prevent foreclosure. 

To this end, Citi founded the Office of Home Ownership Preservation (OHP) in 2007 to 
work with counselors and borrowers to find alternatives to foreclosure, whenever 
possible. 

■ Citi offers delinquent borrowers free services such as around-the-clock access to 
qualified housing counselors from non-profit organizations. 

* OHP has trained close to 600 counselors in more than 25 cities across the U.S, 
as part of the Citi OHP 25-City Tour. The OHP team works with local non-profit 
counseling organizations to reach 
out to thousands of at-risk 
borrowers. 

■ Through the OHP 25-City Tour, 
we have provided total grants to 
the non-profit in each city with the 
most aggressive and innovative 
foreclosure prevention outreach, 
counseling and education 
program. These grants, which 
total more than $1 million, are 
each for $50,000. They are part 
of the way we have helped local 
organizations provide distressed borrowers with broad-based financial education 
and free, on-demand non-profit counseling. 

* In partnership with Citi’s Office of Financial Education, OHP has developed two 
curricula - one each for consumers and counselors - that provide training and 
information on financial strategies to assist homeowners. 

■ In addition, OHP has launched a Web site at www.mortoaoehelD.citi.com to help 
borrowers and counselors obtain advice and assistance via the Internet. 
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“We understand that helping to keep 
people in their homes sustains a 
community. We also understand that 
good intentions and hard work make up 
only two-thirds of the solution. Citi has 
stepped up tremendously to provide the 
final third, not just in financial support 
but with their people." - Sarah Gerecke, 
CEO, Neighborhood Housing Services of 
New York City 
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b. Partnerships in the Community 


Throughout our 200-year history, Citi has been a trusted partner in the communities in 
which we operate. Today, we remain committed to helping people make a difference in 
their communities. 

To this end, we created the Citi Dialogue program, which is an ongoing series of 
meetings that serve as forums for Citi executives and community leaders to discuss 
issues that affect underserved communities across the country. 

We take a long-term view of what is in the best interests of our clients and the 
communities in which our employees live and work. We continue to provide capital in a 
responsible way that recognizes individual aspirations. 

■ In 2008, Citi Community Capital (CCC) provided $2.8 billion in loans for 
affordable housing and community revitalization projects in locations around the 
country. 

Citi is a founding member of HOPE Now, a coalition of counselors, government, 
investors, lenders and servicers which was formed in 2007 to help find solutions to 
preserve homeownership. 

In 2008, we entered into a five-year contract to purchase up to $30 million of microloans 
made to small businesses by ACCION Texas, thereby enabling ACCION to expand its 
microfinance portfolio (already the largest in the country). 

■ in an agreement that is a first of its kind in the U.S., Citi will share the risks and 
the rewards from additional loans ACCION will make with the new funds. 

Citi is a national sponsoring partner of the NeighborWorks Center for Foreclosure 
Solutions and the Ad Council Campaign with NeighborWorks America and Housing 
Preservation Foundation (HPF). We are also a founding sponsor of the NeighborWorks 
Center for Homeownership Education and Counseling (NCHEC). 

We provide both financial and technical assistance to other local and national partners 
who are working to prevent foreclosure through counseling, education and outreach. 

• Our partners include the Association of Community Organizations for Reform 
Now (ACORN), Neighborhood Assistance Corporation of America (NACA), the 
National Community Reinvestment Coalition (NCRC), the Consumer Credit 
Counseling Service (CCCS), and the Consumer Counseling Resource Center 
(CCRC). 

Citi established a $1 million grant and technical assistance program with the Housing 
Partnership Network and its local nonprofit partners in select cities to acquire and 
rehabilitate foreclosed properties in distressed neighborhoods. 
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Through volunteerism, our employees contribute their time and talent each day to 
causes and organizations they care about. 


Thousands of volunteer service hours are 
spent each year making a difference in 
local communities through projects and 
activities that include building homes, 
delivering food, revitalizing schools, 
teaching financial education, and service 
on non-profit boards and advisory 
councils. 


In 2008, Citi Community 
Capital (CCC) provided $2.8 
billion in loans for affordable 
housing and community 
revitalization projects in 
locations around the country. 
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Through its Partners in Progress (PIP) program, the Citi Foundation 
awarded grants totaling more than $2 million to 21 local community 
development organizations in January 2009. 

These grants, each of $100,000, support innovative physical development and 
rehabilitation projects - known as “place-based initiatives” - that champion the long- 
term or large-scale revitalization of low- and middle-income communities. Examples 
of the 21 initiatives include: 

■ In the Boston area, PIP grants will help support construction of 1 ,500 new 
housing units, 780,000 square feet of commercial real estate, two green-job 
centers and a new six-mile greenway of open space in the Dorchester Bay 
area; and assistance in a community planning program in Somerville for 2,000 
primarily low- to moderate-income individuals. 

• In New York City, a PIP grant will support construction of 774 affordable 
housing units, as well as community and retail facilities and a public park, 
through the Gowanus Green Partnership. The project, at a brownfield site 
along the Gowanus Canal in Brooklyn, is expected to become a national model 
for urban community development. 

• In Miami, a PiP grant will help Carrfour Supportive Housing, which is 
underwriting a complex of 145 units of new, affordable housing for formerly 
homeless families, an organic produce nursery and a farmers market retail site 
on the former Homestead Air Force Base, which closed as a result of Hurricane 
Andrew. 
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V. Compensation and Governance 

a. Executive Compensation 



This is a time of unprecedented challenges in the financial industry and one of profound 
change. An important area where Citi is changing is executive compensation. The 
principles that govern how Citi rewards our executives and employees must reflect both 
the company's performance against its objectives and the economic environment in 
which we operate. 

In light of the company's performance in 2008, Citi’s Chairman, its Chief Executive 
Officer and its Chief Financial Officer asked not to be paid bonuses for that year. 

Other members of the Senior Leadership or Executive Committees - the top 51 people 
at Citi - received substantially reduced bonuses. 

■ Members of the Executive Committee received a significantly larger proportion of 
their bonus than other employees in deferred compensation, whose ultimate 
value depends on an improvement in the company's performance. 

■ For 2008, Executive Committee members also received at least 40 percent of 
their incentive compensation in the form of stock or options that have 
performance-based vesting conditions. 

Citi’s executive team and Board of Directors have also conducted a thorough review of 
compensation practices. From 2009 and beyond, all compensation decisions will be 
based on the following key principles, which are consistent with our agreement with the 
U.S. Government as an investor: 


■ Compensation will vary based on two factors: the individual's personal 
performance and the overall 
performance of the company. 


We believe in meritocracy. We will 
differentiate individual compensation 
decisions on the basis of both financial 
and non-financial performance. 

We will compensate on the basis of 
future performance as well as for past 
performance. Executive compensation 

will include a component that will vest based on future performance. 


In light of the company's 
performance in 2008, Citi’s 
Chairman, its Chief Executive 
Officer and its Chief Financial 
Officer asked not to be paid 
bonuses for that year. 
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■ Citi has introduced a policy, commonly known as a “clawback” provision. This 
enables the company to recoup executive compensation that, over time, proves 
to have been based on inaccurate 
financial or other information. 


Citi has significantly amended its 
severance programs for executives. In 
particular, the top five officers listed in 
the annual proxy statement will not be 
eligible for any severance pay. 


Citi's Board of Directors 
receives periodic reports from 
the Special TARP Committee 
on the specific uses to which 
TARP capital has been applied. 


b. Corporate Governance 


Citi is committed to the highest standards of ethical conduct: we report our results with 
accuracy and transparency, and we comply fully with the laws and regulations that 
govern the company's businesses - including our agreements with the U.S. 
government. 

■ The Board of Directors is responsible for ensuring that effective governance and 
oversight of the company's business activities benefit stockholders and other 
investors, including the taxpayer, while balancing the interests of Citi's diverse 
constituencies of customers, employees, suppliers and local communities around 
the world. 

■ Twelve of the 1 5 members of the Board are independent Directors, exceeding 
the Board's corporate governance guidelines which require that at least two- 
thirds of the Directors should be independent. 

■ Like members of Citi's Executive Committee, Board members are barred from 
selling 75 percent of any shares they receive under the company's equity awards 
programs for as long as they are Directors. This ties the value of the award 
directly to the value Citi is able to deliver to its shareholders through its 
performance. 

Citi’s Board of Directors receives periodic reports from the Special TARP Committee on 
the specific uses to which TARP capital has been applied. Approval of TARP-related 
initiatives at Citi is governed by a four-step process to ensure careful evaluation. 

■ A proposal to deploy TARP capital is first reviewed in the Citi business where it 
originated by risk management and financial professionals. The business must 
ensure that any TARP-related initiatives can be tracked. 
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« The proposal, if cleared at the business level, then goes to Citi's Corporate 
Financial Planning and Analysis (FP&A) group for a preliminary review of the 
financials, potential returns, assumptions and valuation. 

* A TARP Proposal Sub-Committee, which includes Citi’s Treasurer and Head of 
FP&A, serves as a control mechanism for all proposals. It undertakes a formal 
review of proposals and verifies other information, including the risk capital and 
risk-weighted assets of the investment. 

■ Proposals that clear these steps are submitted to the Special TARP Committee 
for deliberation. The Committee may accept a proposal, reject it, hold it for 
further consideration at a later time or request further information. 
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Oversight of TARP Funds 



Special TARP Committee 

Reviews and approves all new TARP 
investment requests 


TARP Proposal Sub-Committee 

Reviews all new TARP investment requests 
prior to submission to the TARP Committee 


Corporate Financial Planning & Analysis 

Receives, reviews and consolidates all investment 
submissions 


Citi Businesses 

Consider and submit proposals for TARP-related initiatives 
Track use of TARP capital 


TARP Working 
Group 

Manages 

TARP 

workstreams, 
reviews 
information 
and handles 
documentation 
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VI. SECTION VI - OUR STRATEGY 



a. Citi’s New Structure 


In order for the U.S. economy to recover and thrive, the country needs sound, 
responsible financial institutions. Over the last year, Citi has pursued a determined 
strategy to get "fit” for the future through efforts designed to reduce our balance sheet 
exposures, enhance our risk management function, reduce costs and put the company 
on a path to growth. 

Going into 2009, we recognized the need to accelerate the pace of change in order to 
put Citi on a clearer and faster pathway to 
profitability. That is why we announced on 
January 16, 2009 that the company is 
dividing into two distinct businesses with 
their own dedicated management teams: 

Citicorp and Citi Holdings. 

The objective of our new structure is to 
sharpen Citi’s focus on driving performance 
in the businesses which are central to our 
strategy, while maximizing value from “non-core” assets. This new structure will be 
reflected beginning with financial reporting for the second quarter of 2009. 

Citicorp is the relationship-focused bank to businesses and consumers - the “core” of 
Citi’s businesses that the company expects to deliver high returns and high growth over 
time. 

■ Built on a strong foundation of more than 200 years in business and a presence 
in more than 100 countries, Citicorp is a global universal bank with deposit-taking 
capabilities and a broad range of banking services for consumer and institutional 
customers. 

• Citicorp includes the company's Global Institutional Bank with Citi’s world-class 
corporate, investment and private banking businesses, global transaction 
services and our retail banking franchise with branded credit cards, consumer 
and commercial banking services across the U.S., Asia, Latin America, Central 
and Eastern Europe and the Middle East. 

* Citicorp will have estimated assets of $1 . 1 trillion, about two-thirds of which will 
be funded by deposits. 
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The objective of our new structure 
is to sharpen Citi's focus on driving 
performance in the businesses 
which are central to our strategy, 
while maximizing value from “non- 
core” assets. 
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Citi Holdings comprises an estimated $860 billion in assets across three businesses - 
brokerage and asset management, local consumer finance and a special asset pool - 
all of which will be run with a continued focus on risk management and maximizing 
value. 

• The company recently announced a plan to combine its Smith Barney business 
with Morgan Stanley’s Global Wealth Management Group in a joint venture to 
create an industry-leading global wealth management business. Citi retains a 49 
percent ownership stake. 

• Citi Holdings also contains local consumer finance businesses, including 
CitiFinancial and CitiMortgage in the U.S., and consumer finance operations in 
Western Europe, Japan, India, Mexico, Brazil, Thailand and Hong Kong. 

■ The special asset pool will manage the assets covered by the loss-sharing 
agreement with the U.S. government parties and other non-strategic assets. 

Citi has reduced total assets by $413 billion, or 18 percent, since our peak in the third 
quarter of 2007. Under the new structure, the company expects to build on the 
significant progress made in 2008 toward reducing non-core legacy assets by divesting 
businesses that are no longer considered central to our strategy. 

In 2008, Citi announced or completed 19 divestitures including: 

■ On June 30, 2008, Citi completed the sale of Diners Club International to 
Discover Financial Services. 

■ On July 1 , 2008, Citi and State Street Corporation completed the sale of the 
CitiStreet joint venture, a benefits servicing business, to ING Group in an all-cash 
transaction valued at $900 million. 

■ On August 1 , 2008, Citi completed the sale of CitiCapital, our equipment finance 
unit In North America, to GE Capital. 

- On December 5, 2008, Citi completed the sale of our German retail banking 
operations to Credit Mutuel for approximately $6.6 billion. 

• On December 31, 2008, Citi completed the sale of Citigroup Global Services 
Limited, a business processing service, to Tata Consultancy Services Limited for 
$515 million. 

Under our new operating structure, Citi expects to further reduce operating costs 
through continued expense management and re-engineering programs. 

■ In the fourth quarter of 2008, we cut expenses by $2.5 billion, or 16 percent, 
compared with the same period of 2007, adjusted for one-time items disclosed in 
our earnings press release, as a result of our ongoing focus on cost reduction 
and re-engineering efforts, 
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VII. SECTION VII -APPENDIX 

a. Special TARP Committee Guidelines 



Special TARP Committee 
Guidelines for Use of TARP Investments 
As of January 6, 2009 

Citigroup Inc. (“C/ft”) is committed to using the capital received under the U.S. 
Department of the Treasury’s Troubled Assets Relief Program (“TARP”) in a manner 
consistent with the purposes and objectives of TARP. These guidelines set forth the 
principles and procedures for Citi's use of the TARP investment. 

The recitals to the TARP securities purchase agreements include the following 
objectives: 

■ “To expand the flow of credit to U.S. consumers and businesses on competitive 
terms to promote the sustained growth and vitality of the U.S. economy.” 

■ “To work diligently, under existing programs, to modify the terms of residential 
mortgages as appropriate to strengthen the health of the U.S. housing market.” 

To facilitate the rigorous and transparent pursuit of these goals, Citi has designated a 
Special TARP Committee (the “Committee") comprised of senior executives that is 
responsible for overseeing, approving and monitoring the sound use of TARP capital for 
its intended purposes. 

TARP capital will not be used for any purposes other than those expressly approved by 
the Committee. 

The Committee members are the following people or their designees: Lewis Kaden, 
Vice Chairman; Gary Crittenden, Chief Financial Officer; Michael Heifer, General 
Counsel; Brian Leach, Chief Risk Officer; Michael Schlein, President, International 
Franchise Management and Executive Director of Business Practices; and Zion Shohet, 
Treasurer and Head of Corporate Finance. (See Appendix A, internal memorandum 
establishing committee). 
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PRINCIPLES 

I. Permitted Investments 

TARP capital will be deployed in a prudent and disciplined manner that is consistent 
with Citi's strategic objectives and Treasury's goal of strengthening the financial 
system in the United States and expanding the flow of credit as stated above. TARP 
capital, which is in the form of preferred stock, will be used exclusively to support 
assets and not for expenses. 

Permitted uses of TARP capital may include, among other things: 

■ Sound lending activities across Citi businesses. 

■ Financing transactions across Citi businesses. 

■ Citi’s loan modification program and other programs for homeowner avoidance of 
mortgage loan foreclosures. 

■ Citi’s Homeowner Assistance Program, which aims to help potential at-risk 
borrowers avoid delinquency. 

■ The provision of credit to Citi credit card customers. 

* Purchases of loans and securities in the secondary market that have the effect of 
increasing liquidity in the credit markets or the mortgage securities markets. 

II. Prohibited Uses 

TARP capital may not be used for any of the following purposes: 

■ Compensation or bonuses. 

■ Dividend payments. 

■ Lobbying or government relations activities. 

■ Marketing, advertising or corporate sponsorship activities. 

PROCEDURES 

The Committee and Citi businesses will adhere to the following procedures in 
connection with use of TARP capital: 
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■ The Committee may approve the deployment of TARP capital for any authorized 
purpose, up to a specified maximum amount, without requiring additional 
approval of each use within that maximum. 

■ Businesses are required to report to the Committee at least every quarter on the 
activities for which any TARP capital was used, the performance of any 
investments, and the benefit of the activities to the flow of credit and/or the U.S. 
housing system. 

■ The Committee will report periodically to Citi's Board of Directors on the specific 
uses to which TARP capital has been applied. 

■ Deployment of TARP capital for authorized purposes within the approved 
maximum amount must be reported to the Head of Financial Planning, Analysis 
and Capital Allocation, Nayan Kisnadwala, with appropriate supporting materials 
to ensure effective monitoring. 

■ The Committee will ensure that Finance establishes appropriate financial 
reporting concerning the uses of TARP capital. 

■ The Committee will meet as often as required, and not less than every quarter. 

■ The Committee will appoint a secretary and its decisions will be recorded. 

Actions may be evidenced by e-mail or in a vote taken by an in-person or 
telephonic meeting. Actions taken by the Committee shall require the approval of 
at least three of its members. 


In addition to the foregoing, the Committee is authorized to take any and all actions 
in its efforts to advance any of the objectives described above. 




312 


Appendix A 


November 4, 2008 

MEMORANDUM FOR THE CITIGROUP MANAGEMENT 
EXECUTIVE COMMITTEE 

Subject: Treasury Investment in Citigroup Prefened Stock 

On October 28 we closed on the transaction under which the U.S Treasury Department 
purchased $25 billion of Citigroup Preferred Shares. We did not seek this investment, 
nor did the plans we developed for the remainder of 2008 and beyond anticipate this 
additional capital. As we think about how to use this capital to augment our plans, we 
must be mindful of the purposes for which it was intended and ensure that we deploy 
this capital appropriately. We would do this under any circumstances, but here in 
addition there will be intense public and governmental scrutiny on the way we and the 
other eight large recipients use the capital from the Treasury Department. 

Treasury made this investment in Citi and other institutions only as a result of special 
market conditions and its desire to help expand the flow of credit in the economy. While 
we should be proud that Citi was included among those in whom Treasury chose to 
invest to achieve this goal, Treasury's public purpose creates a special responsibility 
with respect to how we use this investment. 

To ensure that we use this capital in a way that is consistent with our established 
strategic objectives and Treasury's goal of strengthening the financial system in the 
United States and expanding the flow of credit, we have established a Special 
Committee consisting of the two of us, Brian Leach, Zion Shohet and Michael Heifer to 
oversee and approve how we make use of Treasury's investment. This Committee will 
promptly develop a set of guidelines for the operating businesses, including guidelines 
on how we pursue incremental lending opportunities and how we monitor the use of 
these funds. The Committee will report periodically to the Citigroup Board of Directors 
on the uses to which we have put the proceeds of the Treasury investment. 

The Treasury investment may not be used for any purposes other than those approved 
by the Special Committee. With the goals described above in mind, if you have a 
particular idea or suggestion that you would like the Special Committee to consider, 
please contact one of the members of the Special Committee. 

Gary Crittenden 
Lewis Kaden 


39 




313 


b. TARP Investments by U.S. Treasury 


TARPI 

« Citi was among nine major U.S. financial institutions which agreed on October 
14, 2008 - in consultation with the Treasury, the FDIC and the Federal Reserve 
Board - to receive from the Treasury a combined $125 billion investment to 
strengthen their capital positions and to enhance the overall performance of the 
U.S. economy. 

■ On October 28, 2008, Citi received a capital investment of $25 billion from the 
Treasury under this initiative, which is called the Capital Purchase Program. 

■ In consideration of the investment, Citi issued $25 billion in cumulative, perpetual 
preferred stock to the Treasury, with a dividend of five percent per annum, 
payable quarterly. The first dividend payment of $371 .5 million will be made on 
February 17, 2009. 

* Citi also issued the Treasury an option to purchase 210,084,034 common shares 
in the company at a strike price of $17.85 per share. 

■ This option will allow the Treasury and U.S. taxpayers to earn additional returns 
on the investment if Citi's common share price rises above $17.85. 

■ A summary of the terms of the transaction is available at this link . 


TARP II 

■ On November 24, 2008, Citi announced that it had reached an agreement with 
the Treasury, the FDIC and the Federal Reserve Board on a series of steps to 
strengthen Citi’s capital ratios, reduce risk and increase liquidity. 

■ The agreement closed on December 31 , 2008, when Citi received a further 
capital investment of $20 billion from the T reasury. This initiative is called the 
Target Investment Program. 

■ In consideration of the investment, Citi issued $20 billion in cumulative, perpetual 
preferred stock to the Treasury, with a dividend of eight percent per annum, 
payable quarterly. The first dividend payment of $200 million will be made on 
February 17, 2009. 

■ Citi also issued the Treasury an option to purchase 188,501,414 common shares 
in the company at a strike price of $10.61 per share. 
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* This option will allow Treasury and U.S. taxpayers to earn additional returns on 
the investment if Citi’s common share price rises above $10.61. 

■ A summary of the terms of the transaction is available at this link . 


c. Vll-d - Loss Sharing Program 


■ On November 23, 2008, Citigroup entered into a loss sharing program with the 
U.S. Department of Treasury, The Federal Deposit Insurance Corporation (FDIC) 
and the Federal Reserve Bank of New York. 

* The definitive agreements, entered into on January 16, 2009, cover $301 billion 
of loans and securities backed by residential and commercial real estate, 
consumer loans and other assets. 

* In consideration of the loss sharing program, Citi issued a combined $7,059 
billion in cumulative, perpetual preferred stock to the Treasury and the FDIC, with 
a dividend of eight percent per annum, payable quarterly. The first dividend 
payment of $47 million will be made on February 1 7, 2009. 

■ Citi also issued the Treasury an option to purchase 66,531 ,728 million common 
shares in the company at a strike price of $10.61 per share. 

■ A summary of terms available at this link explains how the loss sharing program 
works. 


d. Mortgage Mitigation Terms Explained 


A modification agreement is typically used when the customer has a significant 
reduction of income that impacts his or her ability to pay and will last past the 
foreseeable future. Typically, the customer's loan terms are modified in order to resolve 
the mortgage delinquency. This agreement makes the mortgage more affordable for 
the customer. 

A repayment plan is a written agreement between the borrower and the lender to 
implement a payment moratorium due to unforeseen circumstances wherein the 
property or employment status is affected. At the expiration of the term, the customer 
pays the total arrearage in a lump sum payment or elects a further repayment plan. 

This agreement is typically used when a customer has a short term reduction of income 
that severely impacts his or her ability to pay for a short period of time. The repayment 
plan brings the customer current over time as the payment obligations are met. It can 
also include a repayment plan under which the customer pays the regular monthly 
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payment and an additional amount each month to catch up delinquent payments over 
time. 

An extension is when the customer has experienced a temporary hardship and is 
unable to bring the loan current. The customer has the ability to continue making future 
payments, but does not have the funds to completely reinstate the loan. An extension 
may re-amortize the loan or defer the interest to the back of the loan. It brings the 
customer's account current immediately. An extension is generally used in the early 
stages of delinquency when a customer is one or two payments behind; it is rarely used 
for serious delinquency of more than 90 days past due or in the foreclosure process. 

A reinstatement occurs when a customer that is 90+ days past due is able to pay all of 
the delinquent fees, interest and principal owed to the bank with a single payment. This 
brings the customer's account current immediately and allows him or her to continue to 
pay off the loan according to the original amortization schedule. 

A Home Saver Advance (HSA) loan is an unsecured personal loan to approved 
Fannie Mae servicers for eligible borrowers designed to bring a cure to the delinquency 
on a first lien loan. HSAs provide funds to cure arrearages of PITI, as well as other 
advances and fees. HSAs are documented by a borrower signed promissory note, 
payable over 1 5 years at a fixed rate of 5% with no payments or interest accrual for the 
first six months. 

A short sale is when the customer does not have either the desire or ability to keep the 
property and is willing to sell the property to satisfy the debt. This option is utilized 
when the amount owed less acceptable dosing costs to sell the property is more than 
the value of the property. 

A deed in lieu of foreclosure is when the customer does not have either the desire or 
the ability to keep the property and is unable or unwilling to sell the property but is 
willing to sign the property over to Citi in exchange for stopping the foreclosure action. 
Deeds in lieu of foreclosure are generally accepted only after all other options have 
been exhausted.] 
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Question #1- 


(BACHUS) I have one question, one urging. I hear from responsible borrowers who are not in default and 
who are paying their payments on time, their interest payments in some cases, that their principle is being 
called, that they are being asked to do a 10 percent calldown on their principle, or that their credit lines are 
being restricted. And I know, in some cases, that this is probably a good lending practice because you are 
seeing some deterioration. ButI would ask you, can we do a better job in that? And can the regulators assist 
you in that, or is there something that we can do to avoid those cases? Because there are people that can 
make interest payments now, but they cannot begin to pay down principle. It is just the wrong time. 

So, to any of you who would like to answer that question. Or I will call on Mr. Lewis. Or, Mr. Stumpf, you 
didn’t want the money, you took it, and you wish you didn’t, I am sure. And we are going to make money 
on that investment, but you can answer the question. 

Mr. STUMPF. Well, thank you. And we have clarified our statements. We are happy to have the money. It 
strengthened the industry, and that is good — 

Mr. BACHUS. But, yes, I guess what I meant is first you said we don’t need the money. But I appreciate it. 

Mr. STUMPF. With respect to borrowers, in our company, frankly, we have been growing loans the last 18 
months. As I mentioned in my testimony, many others have retrenched. And we think these are actually 
good times to make loans to credit-worthy borrowers, We make money when we make loans. That is our 
business. We want to serve customers, help them educate children, buy homes, small businesses to develop 
products and services that they can sell and serve other customers. In some cases, it is prudent. You have to 
cut back on a line. But we have not done a system-wide. It has been very much individual, one customer at 
a time, working with them. And we want to stick with them if we possibly can. But also, unfortunately, not 
every borrower who wants or needs money can afford it today. And we have to be prudent — 

The CHAIRMAN. If the gentleman would yield briefly, that is such an important question that so many of 
us have been asked to get answers to. I would ask those to whom it is relevant — obviously, not Mr. 
Blankfein or Mr. Kelly or Mr. Logue or Mr. Mack, but for the commercial bankers that are before us, if you 
could answer in writing, that would be very helpful. I think we would all like that, because I think that is 
one of the most frequently asked questions we have. So for Mr. Dimon, Mr. Lewis, Mr. Pandit, Mr. 

Stumpf, if you would answer that in writing, that would be very helpful. 


Question 2- 

Mr. GUTIERREZ. Let me just say to all eight of you that are here before us this morning, I would like for 
all of you to just kind of put in writing so that we could have it on the record — and I don’t expect the 
answer here this morning — if each of you could just tell us how much your bank has paid itself on FDIC- 
guaranteed or other government-guaranteed financing, and what percentage of those finances were 
completed solely for the purpose of funding your bank. An example: I won’t name the bank, but you go out 
and you take $3 billion in one deal, and you go out with FDIC insurance, and you go to the market and you 
sell $3 billion worth of bonds in order to give yourself more liquidity. And they are FDIC-insured. Are you 
then paying your own investment banking firm — I am sorry, Mr. Chairman. 

The CHAIRMAN. Finish the question. 

Mr. GUTTERREZ. Are you then paying your own investment banking firm? And how much are you paying 
your own staff, in terms of underwriting fees for selling what a kindergartner could sell out in the market 
today? 

The CHAIRMAN. Let me just say, as we conclude this, we will take these answers in writing. Also, all 
members have the right to submit further written questions. I think this is important. There will be some 
clarification. So we will be submitting some further mitten questions, as well. 
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Question 3- 

Mt. WATT. Thank you. Madam Chairman. lam actually going to follow up on the question that Mrs. 
Capita has raised here, and I want to follow it up with Mr. Lewis and Mr. Stampf, because they are the two 
banks that have the largest presence in my congressional district. But I suspect it is a question that is 
applicable to all of these folks. Because if you were asked to take TARP money, then you probably fit into 
the category of too big to fail. I think I started this discussion with Hugh McCall some years ago around the 
issue of deposit caps and became convinced of the merits of having banks large enough to be worldwide 
competitive, and so I understand that aspect. I have had the discussion with Ken Thompson and even back 
to John Medlin when they were saying that Wachovia didn’t have to worry about that because it didn’t 
have a nationwide footprint, but now Wells Fargo, the owner of what used to he Wachovia, does have a 
nationwide footprint. Then, most recently, yesterday, Secretary Bemanke started to raise more concerns 
about this whole question of too big to fail. So I guess my question is whether, in that context, on even 
more aggressively regulated framework for larger banks, and maybe even not only banks but institutions 
that have systemic risk potentials, might be appropriate? What is your assessment of that, Mr. Lewis and 
then Mr. Stumpf? And the rest of you all can respond in writing, I guess, because we won’t have time to 
hear from everybody. 

Question 4- 

Mr. WATT. I don’t want to cut you off, but I know where you are going, and I am not sure that that is 
going to address the public necessity, because then that leaves it to the individual goodwill, good intentions 
or good execution, which, if it is a systemic problem, may work out well, may not work out well. Let me 
ask one other question going back to credit card risk and the impact on the economy in general. Ts it your 
all’s estimate — and you can submit this in writing — that the size of this stimulus is sufficient to serve the 
purpose for which it is being represented? I will let you respond to that later. 

Question S- 


Mr. ACKERMAN. But if yon did $35 billion last time, you did $35 billion this time, we gave you $25 
billion more to do it, nothing of that went out then Could you each send us in writing what you did with all 
of those billions of dollars that you got? Is anybody unwilling to do that at this point? Is anybody going to 
say, it is not your business; we don’t have to? We will expect that from each of the eight of you in writing 
then. 

Okay, the $165 billion that we have put into you-all’s companies shows that we have some degree of 
confidence in what you are going to do with that money and that you are going to be around. Each of you 
are individually wealthy. Could you go down the line and just give us a number, how much of your 
personal money you have invested in your company in new money during the last 6 months? And zero is a 
number 

Question 6- 


Mr. SHERMAN. Next is a question insisted upon by three new friends I have in Detroit. I would like you 
to provide for the record a detaited statement about planes and perks, but for now I would like you to raise 
your hand if your company currently owns or leases a private plane. Let the record show all the hands went 
up except for the gentleman from Goldman Sachs. 


Question 7 - 

Mr. MEEKS. I am talking now specifically about the TARP and/ or the FDIC Temporary Liquidity 
Guarantee Program and the fees that would be utilized by underwriters therein, I think that Mr. Pandit 
talked earlier about that; the money that is legal, that yon have to — by law yon have to have it underwritten. 
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My question is there is also opportunities there for it to be fanned out to others or contracted out to other 
minority firms or small firms, and I was wondering if anyone has done it with any of those fees 
specifically, with public dollars. 

Mr, STUMPF. Yes, we have done that. 

Mr. PANDIT. Congressman, I don’t have the facts. I can get you the facts. I believe we do that, but let us 
get you the information. 

Question 8- 

Mr. LANCE. Thank you. And following up on a line of questioning from Congresswoman Maloney earlier 
in the hearing. And this is to you, Mr. Lewis. And I recognize that you are Bank of America and not Merrill 
Lynch, and there was a great deal of pressure on Bank of America to merge with Merrill Lynch, but we are 
all disturbed about the level of bonuses from Merrill Lynch. Was Bank of America aware of the contractual 
nature of those bonuses? 

Mr. LEWIS. Yes. As we got on in our due diligence, we saw the contracts, yes. 

Mr. LANCE. And are those contracts a matter of public record, or can they be made a matter of public 
record? 

Mr. LEWIS. I don’t know the answer to that, but there were — as I mentioned, there were two or three that 
were very, very large and were contractual obligations of Merrill Lynch. 

Mr. LANCE. I certainly would be interested, and I imagine the committee would be interested, in whatever 
information is available as a matter of public record regarding (bat. I believe that TARP funding is, of 
course, fungible, and that from our perspective those bonuses are really from TARP funds. 

Question 9- 


Mr. CAPUANO. Thank you, Mr. Chairman. Gentlemen, you have been asked a lot of questions, and you 
seemingly answer them honestly to me. I have a couple of more detailed questions. 

Just by a show of hands, how many of your banks either directly or indirectly — and by indirectly I mean by 
loaning money to people that you knew would be using this money to invest in credit default swaps. How 
many of you engage in that? 

Mr. MACK. We engage in credit default swaps, but when yon are asking the question are we lending 
money for them to do that, I have to come back and give you specifics. I cannot tell you. 

Question 10- 


Mr. PAULSEN. Maybe I can ask one other question. As we consider the regulations for the financial 
markets, because we are going to be doing that now to sort of get rid of the crisis that we are in, prevent 
another one from happening or deepening this crisis actually, what are the largest concerns about 
overregulating, going down the road of Sarbanes-Oxley in terms of moving in that direction, and stepping 
too far where we are intending to be helpful, but actually it could be very harmful? Is there anything 
specific you can draw out that we should be vety cautious of? 

Mr. LEWIS. I think my main concern around compensation, for instance, is it is okay to do the things that 
are being talked about at the very top, but if you start to go too low in the organization, you will ran off key 
talent to foreign competitors. 

Mr. PAULSEN. Is that a shared view among others? 

Mr. KELLY, It is one of our greatest worries. 
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Mr. STUMPF. Yes, there ate many businesses that we are in that are commission-based, for example, and 
if we limit across-the-board or whatever, we could lose some of the mist productive people and some of 
the most important parts of our business. 

Mr. PAULSEN. Thank you. 

Mr. STUMPF. It is widely dispersed. 

The CHAIRMAN. While the gentleman yields back, let me take advantage because I am going to ask you 
to submit in writing, I understand the argument you make about foreign competition. It has been my 
impression that people here have generally been better compensated than people in these other countries. 

So I would ask you to submit to me some cross-national comparisons. Iam, frankly, skeptical from what I 
have seen that they are paying so much more in other places. Certainly not at your level. So I would be 
interested in those cross-national comparisons. You are going to have to prove to me that you are really at 
risk there if there is some moderation. 

Question 11- ' 

Mr. MILLER. Now, obviously, everyone has spoken of a problem with confidence in the industry, and 
Chairman Bemanke yesterday compared the proposal for a stress test to the bank holiday in 1933 in the 
New Deal, a comparison that occurred to me as well. Do your current safety and soundness regulators have 
the capacity, the sophistication, the expertise, to do a credible stress test, or what do we need to do to make 
sure that any stress test is credible and we know that any bank that gets a clean bill of health is in fact safe 
and sound? 

Mr. BLANKFEIN. I believe they are capable. I have only had a 3- month relationship with my new 
regulator. 

The CHAIRMAN. We will have to take the rest of the answers in writing. 

Question 12- 

(CLEAVER) What I want to talk to you is not that. 1 want to talk to you, Mr. Blankfein, first of all. Do you 
believe that warehouse lending is safe and profitable? 

Mr. BLANKFEIN. I am sorry, warehouse lending? Against a physical warehouse? 

The CHAIRMAN. No. Any one of the retail bank people, they know what we mean by warehouse and 
probably ought to take that. 

Mr. CLEAVER. Well, some Wall Street banks are involved in warehouse lending. Warehouse lending is 
when you issue a line of credit to an originator, usually it is for about 30 days, and then they, of course, sell 
the mortgage somewhere else. 

Mr. STUMPF. We are familiar with the business. We do very little of it, if any, anymore, primarily because 
we would rather make loans, our home loans, ourselves. We have a set of auditors. We have a set of 
principles, values, so we make sure the mortgage is for the benefit of the customer. They understand the 
terms and conditions. It helps them and so forth. So it is hard to control when 
you are a warehouse lender. 

Mr. CLEAVER. So most of you don’t do warehouse lending, which is one of the problems. That is one of 
the problems. If a mortgage company in my district is making loans, or frying to make loans, and file 
liquidity is not available, and it has been constrained a great deal recently, it is difficult for them to 
originate the loans because they don’t have access to the capital, and with more and more people avoiding 
warehouse lending, it is hurting local mortgage companies. Wouldn’t you agree? 
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Mr, STUMPF. We have been out of the warehouse lending business for 5 or 6 or 7 years, and the reason we 
got out is because we saw them doing crazy things that we wouldn’t do ourselves, so why do we want to be 
a part of that? It was too risky for us. 

The CHAIRMAN. Will the gentleman yield, and I will give him some extra time, because he is on to a 
central issue that I have heard a lot of complaints from my colleagues about. And one of them is, it is one 
thing to say we are not going to take on my new warehouse lending, but we have been told there are people 
who had accumulated an inventory based on their ability to do warehouse lending, and they were cut off in 
the middle. So there is a considerable degree, we have heard this from several members, there are people 
who had a warehouse lending relationship and had made certain commitments on the assumption that they 
would have that capacity, and it was cut offbefore they could sort of wind down the business in a 
reasonable way. I wonder if there is anybody familiar with that issue, because that is a particular form of it 
that I have heard a lot of complaints about, from builders. 

Mr. STUMPF. I am not an expert in warehouse in mortgage lending, but there are two kinds. One we 
actually finance, you give them a line of credit. Another one is where they do their own mortgages, and you 
buy them, and then you process them. I don’t know which one it is. 

The CHAIRMAN. The one where I think we have had the problem, there were developers, people who had 
accumulated property, and then they were counting on the line of credit to be able to finance these 
purchases and were shut down in the middle. That is the specific complaint that I have heard. I don't know 
about the gentleman from Missouri. 

Mr. CLEAVER. Yes, that is precisely it. And one Wall Street investment bank at one point not long ago 
had a $250 million line of credit just for one originator. So all that has dried up. How in the world are we 
going to deal with the housing crisis, the home builders and the realtors, if warehouse lending is being 
evaporated? 

You are the only one that participates in it, and yours is at a minimum. I needed to just say that, because it 
is a problem in every community, and my community is no less being hit. The final issue I want to raise is 
that I am woefully unimpressed with the diversity of this panel, of not only the panel but the folk who sit 
behind you. I don’t know how many rows deep we would have to go to have some diversity. 

Thank you, Mr. Chairman. 

The CHAIRMAN. Let me say, and I appreciate the gentleman raising that, I would ask that you give us in 
writing a response, because the gentleman raises a very important question. I will tell you, we hear a lot of 
this from our colleagues. It is the cutting off of the warehouse lending relationship in the middle of the 
movie, when there is inventory of some kind that was going to be financed by the warehouse lending and is 
cut off. I would ask you to talk to your people and give us answers in writing, and I would hope the answer 
would be that, well, yes, that is a problem, and even if we don’t want to take open any new commitments, 
we will allow for the orderly unwinding of the existing commitments. I think that is the focal point we have 
heard. 

Question 13- 

Mr. ELLISON. Do you think it is appropriate while in receipt of TARP funds to be trying to defeat 
measures such as the Employee Free Choice Act? 

Mr. LEWIS. I think doing what is in the best interest of your company is always the best thing to do. So I 
wouldn’t point to any one thing and say, just because you have TARP fund, you can't do something. 

Mr. ELLISON. But, as has been pointed out already, money is fungible. What you don’t use one place you 
can switch and use other monies for that while you are using TARP funds. Wouldn’t you agree that your 
company needs to be using those funds for their intended purpose — 


Mr. LEWIS. Yes. 
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Mr. ELLISON. — and not trying to defeat union organizing? 

Mr. LEWIS. And $45 billion is in the context of $230 billion in equity. So you have got to think of it in the 
context of a much larger number. 

Mr. ELLISON. Right. Well, I just wanted to put into the record, have unanimous consent to have entered 
into the record this letter from Change to Win to Mr. Steve Bartlett, who was with the Financial Services 
Roundtable. In it he describes a conversation in which several companies which received TARP funds were 
having some fairly frank conversations about lobbying. I find it pretty disturbing; and I would like you to 
respond to this letter, if you would, sir, because it specifically mentions your company. 

The CHAIRMAN. We have general leave, so it will be part of the record. 

Question 14- 

Mr. WILSON. Okay. Maybe I can rephrase my question, Mr. Chairman. 

There are a lot of people in Ohio that are really upset about the way things have been handled, the 
arrogance, the way things have been done, what has happened, the PNC purchase of National Citi with 
TARP funds, on down the line. It could go on and on. But what have we done to restore the confidence in 
the financial community that is going to help small businesses like I represent in Ohio to be able to get their 
line of credit to be able to buy goods for the spring and for the summer selling season? What has been done 
with the TARP money? Mr. Dimon, could I address that question to you? 

Mr. DIMON. I think we put in the record a lot of what has been done with the TARP money. We have lent 
in the last 90 days I believe it was $250 billion; $90 billion to corporations, $50 billion to consumers, net 
and increased credit lines; $50 billion in interbank markets; $60 billion in the purchase of MBS or asset- 
backed securities. I do believe — and it is an estimate. I do believe that probably $75 billion of that would 
not have happened without the TARP money. 

We are also a very large small business lender in Ohio. And I don't remember exactly the numbers, but I 
believe year over year small business loans are up in the Nation. I don't have Ohio’s numbers. Government 
not-for-profit, hospitals, university lending is up year over year. And we will be happy to make all that part 
of the record. 

Question 15- 


Ms. SPEIER. There is a GAO report that just came out in December of 2008, and it talked about the 
number of the biggest financial institutions both in size and in their bailout receipts and that they maintain 
revenues in offshore tax haven countries where there are no or nominal taxes and minimal, if any, 
reporting. According to the Department of Treasury reports, the U.S. Government loses $ 100 billion a year 
in tax revenue from these tax dodges from all sources, including these firms. For instance, Citigroup claims 
427 different overseas locations or tax jurisdictions, 90 in the Cayman Islands alone. And, by the way, you 
are receiving a 38 percent subsidy from the taxpayers right now. Morgan Stanley has 273 locations of 
which 158 or well more than half are in the Cayman Islands. Again, Morgan Stanley has about an 18 
percent subsidy from the taxpayers tight now. Are you willing to bring those offshore tax havens home to 
America? 

Mr. MACK. Congresswoman, I would have to give you the exact details and come back to you. I think a 
number of those are either partnerships or vehicles we have made structured for clients or structured for an 
offshore business. I cannot give you the complete answer, but I will give you the answer when I return. 

Ms. SPEIER. Thank you. 


Question 16- 
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Mr. PETERS. Well, I want to follow up on that. And I appreciate both your comments, but is it possible to 
get numbers so X can ju'st get a sense of how the loan volume is different in Michigan than other States? 
Would you both be willing to provide that information? 

Mr. DIMON. Happy to be willing to do that, yes. 

Mr. LEWIS. Yes. 

Mr. PETERS. Mr. Lewis, as well. We will follow up on that. 


Question 17 

Mr. PETERS. Mr. Lewis, as well. We will follow up on that. I want to get back to the auto industry, 
because obviously we have a very strong concern in the auto industry. And, surely, the impact of the credit 
crisis has hit the auto industry more than most industries, and the repercussions could be dramatic, not just 
in Michigan, but all over the country. Millions of jobs ate at stake. But also, if you look at the recovery of 
the economy, there isn’t anything that is more powerful a stimulus in the economy than to get people 
buying automobiles, gel the auto industry going. It has picked this country out of many recessions in the 
past, has the potential to do that again if managed well. And you know that right now we are in a very 
precarious situation. In fact, the auto companies will come back to this committee on February 17th with 
their viability plans, and a part of those plans have to be plans that they have made with the stakeholders, 
both labor as well as the creditors. How many of you are creditors to the auto industry, have substantial 
loans or substantial debt instruments of some form or another? Basically all of you, except Mr. Stumpf. 
Everybody has it. Well, then, how many of you have received proposals fiom the auto companies? 

Mr. MACK, When you say proposals, requests? 

Mr. PETERS. Proposals from the auto companies to restructure that debt, which, as you know, is a 
condition that has placed on it to have substantial concessions from debt holders to renegotiate that debt. 
How many of you have already received specific proposals from the auto companies? 

Mr. MACK. Congressman, I would have to check. We have a very active dialogue with the auto industry. 
And I will check when lam back and let you know exactly. 
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Wells Fargo & Company 

Responses to House Financial Services Committee 
Questions Transmitted in March 4, 2009 Letter 

1. Principal pay-downs and credit line reductions. 

We have not required borrowers to pay down outstanding principal under lines of credit. 
Some commercial borrowers may be required to pay down principal, in the case of workouts where 
the borrower is in default, or if conditions to a credit agreement have not been met. 

We are not reducing consumer credit lines across the board. For credit cards, we are 
carefully monitoring usage patterns and evidence of deterioration in individual cardholder's credit 
profiles. This may result in targeted reductions in lines for consumers whose risk profiles have been 
elevated, even if those consumers are not delinquent on our account. At the same time, we continue 
to increase some consumer’s lines where risk and capacity suggest it is appropriate. 

Wells Fargo conducts periodic reviews of home equity lines of credit to help make sure that 
the limit on the account is in line with the borrower's financial condition. In some instances we 
determine that a borrower's credit profile has adversely changed and that further draws on the 
account should not occur or we need to reduce the commitment amount to better align it with the 
borrower's financial condition. Our case-by-case reviews of the borrower's financial condition 
include a variety of factors such as credit scores, debt levels, payment history, and property value 
changes, among others. The key is that a case-by-case review is conducted. 

Similarly, with commercial lines of credit, we have not reduced credit lines on a system- 
wide basis. Each borrower’s situation is evaluated individually. 

2. Sale of FDIC-guaranteed debt. 

In December 2008, Wells Fargo & Company sold $6 billion of notes guaranteed by the 
FDIC under the Temporary Liquidity Guarantee Program. Two affiliated broker-dealers. Wells 
Fargo Brokerage Services, LLC and Wachovia Capital Markets, LLC, participated in the 
underwriting with each agreeing to underwrite 8.5% of the total amount of the underwriting. We 
also used three minority or women owned firms: Cabrera Capital Markets, LLC, Loop Capital 
Markets, LLC, and Muriel Siebert & Co., Inc. Each of these firms had 1 % of the deal (or 3% total). 
Underwriter compensation was 1 5 basis points (0, 1 5%) of the public offering price. 

3. Framework for regulation of systemic risk. 

Wells Fargo believes balanced, effective regulation is a critical element of a successful 
financial system. It is our view, however, that systemic risk is more a function of business model, 
values, culture and leadership than it is the size of an institution. A number of smaller institutions 
may engage in activities that collectively pose a systemic risk. Therefore size in and of itself is not 
determinative. More important are the vision, values and business model of an institution. In our 
case, we have a strong culture that puts our customers, communities, team members and 
shareholders at the center of everything we do. We have a diversified business model that 
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encompasses more than eighty businesses, allowing us to navigate smoothly across all business 
cycles, and over the years have built a conservative financial structure as measured by asset quality, 
capital levels, diversity of revenue sources and dispersing risk by geography, loan size and industry. 

4. Adequacy of size of stimulus. 

Wells Fargo believes many of the measures the federal government, including the Congress, 
the U.S. Treasury Department, the Federal Reserve, and FDIC, among others, has taken in recent 
months will in time prove effective in helping to mitigate the financial and economic challenges 
facing the country. No one program, including the stimulus package, will likely be determinative of 
success. Wells Fargo’s sincere hope and expectation is that the multitude of governmental 
initiatives, in combination with market forces, will lift the country out of the current economic 
downturn. 

5. Use of TARP Funds. 

As publicly reported. Wells Fargo did not seek the Treasury capital investment under TARP; 
rather, we agreed to the investment at the request of the Secretary of the Treasury. Thus, we had no 
specific plans for use of the TARP funds at die time they were provided by the Treasury 
Department. 

Effective December 31, 200S, Wells Fargo & Company acquired Wachovia Corporation. 
Please note that amounts for 2008 indicated below do not include information for Wachovia 
because the acquisition was completed by Wells Fargo at the end of 2008. January 2009 
information includes Wachovia. 

The Treasury investment in Wells Fargo resulted in an equivalent increase in Wells Fargo’s 
Tier 1 capital ratio. Wells Fargo has not specifically segregated this capital from other capital or 
other funds Wells Fargo has obtained through deposit-taking and other means of funding, including 
its successful public offering of its common stock in November 2008 which resulted in an 
additional $12.6 billion of common equity. In short, the TARP funds received through the Treasury 
investment are simply part of Wells Fargo’s Tier 1 regulatory capital. The purpose of the Treasury 
investment was to provide Wells Fargo (and other banks tiiat obtained s imil ar investments) with 
additional capital to support additional lending as well as cushion against losses resulting from 
existing loans and other assets. 

Throughout the current credit crisis, Weils Fargo has continued to extend credit to its 
consumer, small business and commercial customers. Despite the weak economy and difficult 
market conditions in many secondary markets, Wells Fargo extended over one-half trillion dollars 
in new loan commitments and mortgage originations in the last 1 8 months through the end of 2008. 
Despite the further deceleration of the economy and associated moderation in credit demand in the 
fourth quarter of 20Q8, Wells Fargo extended $22 billion in new loan commitments, $50 billion in 
first mortgage originations, and took $116 billion in new mortgage applications in the fourth quarter 
of 2008, np 40% from the third quarter of 2008. December 2008 mortgage applications of $63 
billion were the fourth highest month in Weils Fargo’s history. About two-thirds of mortgage 
applications in the fourth quarter were for refinances and about $40 billion of the applications we 


2 



326 


MAR. 26, 2009 5:35PM 


NO. 3571 P. 5 


took were for home purchases, a relatively solid increase in a typically seasonally soft quarter. In 
total, Wells Fargo extended over $72 billion in new credit in the fourth quarter of 2008, almost three 
times the amount of capital it received from the U.S. Treasury. In January 2009, we extended $51 
billion in loans and loan commitments to customers, bringing the total credit extended to customers 
to $ 1 44 billion from October 2008 through January 2009. The $5 1 billion includes $24 billion in 
home mortgage originations, $6 billion in consumer loan originations, $14 billion in commercial 
loan renewals, and $7 billion in new commercial loan commitments. Mortgage originations for the 
first two months of 2009 were $59 billion, exceeding in two months the exceptionally strong fourth 
quarter 2008, and mortgage applications were $ 107 billion. 

Average consumer loans increased 4% in the fourth quarter from a year earlier. The growth 
Wells Fargo achieved in consumer credit extension was broad based including growth in first 
mortgages, credit cards, education loans, and unsecured persona] credit Growth in home equity 
lending and auto fina n ce were more moderate with increases in credit extended in these products 
through the Bank’s direct to consumer (retail) networks moderating reduced lending through higher 
risk indirect channels. Originations of home equity lines and loans remained relatively flat from 
December 2008 to January 2009. In January 2009, education finance lending included $2.4 billion 
in originations, up 33% from January 2008. 

Commercial loan growth at Wells Fargo increased 1 1% in the fourth quarter of 2008 from a 
year earlier and 10% (annualized) from the fourth quarter as compared to the third quarter, 
reflecting the Company’s commitment to extend credit to all of its creditworthy customers at a time 
when many of Wells Fargo’s competitors had retracted from commercial lending. Commercial loan 
growth at Wells Fargo in the fourth quarter continued to be broad-based by geography and by 
product type with growth for example in small business lending (up 8%), asset based lending, 
middle market commercial lending, commercial real estate (largely owner-occupied financing) and 
selected niches in large corporate lending. As indicated above, approximately $7 billion of new 
commercial loan commitments and $14 billion of commercial loan renewals were made in January. 

Wells Fargo increased total loans outstanding (consumer and commercial) by approximately 
$10 billion in the fourth quarter of 2008, a 10% (annualized) growth rate over the prior quarter. 

This occurred at a time when aggregate loans among large U.S. banks grew less than 10%; thus, 
Wells Fargo’s commitment to extending credit resulted in an increased market share of bank 
lending in the fourth quarter. Almost all of Welis Fargo’s lending to both consumers and businesses 
is originated by Wells Fargo relationship officers through our direct origination channels. As a 
result, the principal driver of Wells Fargo loan growth has been needs-based selling to existing 
customers as well as growth in new customers. Wells Fargo added over 400,000 new household 
customers in the last year. 

6. Ownership or lease of private aircraft; perquisites. 

Wells Fargo previously owned one corporate jet, The Company now owns or leases eight 
corporate jets, seven of which were acquired in the merger with Wachovia Corporation. We plan to 
keep two or three and are actively trying to sell or terminate leases with respect to the others. 
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Information about perquisites provided to senior executive officers of Wells Fargo can be 
found on page 71 of Wells Fargo’s 2009 proxy statement available on the SEC website at 
http://www.sec.gov/Archives/edgar/data/72971/00QI I93i2S09057665/ddefl4a,htm 

7. Use of small or minority firms in underwriting of FDIC-guaranteed notes. 

See answer to question 2. 

S. This question is specific to Bank of America, 

9. Loans to borrowers for credit default swaps. 

Wells Fargo acquires credit default swaps to protect its own loans and other assets from 
losses arising from defaults by our borrowers and other obligors. Wells Fargo has also acted as an 
intermediary between institutional buyers and sellers of credit default swaps by entering into 
offsetting matching contracts that are collateralized with cash or government securities, thereby 
keeping Wells Fargo hedged against the market and credit risks of these contracts. Although buyers 
pay an upfront or periodic premium to sellers for this credit default protection, neither buyers nor 
sellers typically borrow money to enter into credit default swaps. Wells Fargo does not loan money 
to borrowers for the purpose of acquiring or investing in credit default swaps. 

10. Information about cross-national compensation comparisons. 

Wells Fargo has not generally used cross-national compensation surveys to determine 
compensation structures. 

1 1 . Stress tests. 

Wells Fargo regularly performs stress tests on its portfolios and shares the results with its 
regulators. As they should, banks and regulators have been doing stress tests for a very long tune. 

12. Warehouse lending to mortgage originators. 

Non-Bank mortgage lenders (commonly referred to as “mortgage bankers”) rely very 
heavily on mortgage warehouse lines of credit (“warehouse lines”) to provide short term financing 
for newly originated residential mortgage loans, which are quickly sold to third party investors in 
the secondary market. 

While Wells Fargo Back has not made warehouse lines to non-affiliated mortgage lenders 
for many years, it does, through its subsidiary, Wells Fargo Funding, Inc,, provide critical liquidity 
to the mortgage markets by being a leading correspondent lender. As a correspondent lender, Wells 
Fargo Funding purchases dosed mortgage loans from more than 500 non-bank lenders, including 
mortgage bankers, and more than 450 regulated financial institutions. 


Wachovia Bank, acquired by Wells Fargo on December 31, 200S, does provide licensed 
mortgage bankers with warehouse lines. As is customary on most warehouse lines, Wachovia 
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Bank agreements require compliance with certain financial covenants by the mortgage banker, 
certain mortgage loan quality requirements and eligibility standards in order to obtain advances 
under the warehouse line of credit Examples of such covenants may include that the mortgage 
loans be eligible for sale to. either Fannie Mae or Freddie Mac and the maintenance of a required 
tangible net worth. 

When Wachovia Bank declines to further extend a line of credit to a mortgage banker, 
whether on a temporary or permanent basis, it is either because there is a reasonable expectation the 
ability to repay the obligations has been reduced, generally because of reductions in the quality of 
the mortgage loans, or because of the deteriorating financial condition of or noncompliance with 
credit agreement covenants by the mortgage banker. 

Wachovia Bank plans to continue to prudently originate and maintain mortgage warehouse 
lines of credit to financially viable mortgage bankers who meet the terms of their credit agreements. 

13. Lobbying on Employee Free Choice Act. 

Wells Fargo has not announced a position on this legislation and has not engaged in 
lobbying regarding it. 

14. Use of TARP Funds. 

See response to Question 5 . 

15. This question is directed to Morgan Stanley. 

16. This question is directed to IP Morgan Chase and Bank of America. 

1 7. Loans to U.S. auto companies. 

Wells Fargo’s exposure to the three major US automobile manufacturers (including related 
entities) is comparatively small relative to Wells Fargo’s total outstanding loan assets of $865 
billion as of December 31,2008. Including exposure acquired in the merger with Wachovia 
Corporation, total commitments to these borrowers are approximately $486 million and total 
outstandings are approximately S404MM. As of this date, there have been no proposals from any 
of these borrowers to Wells Fargo with respect to renegotiation or restructure of any credit facility. 

It should be noted that several of these exposures represent relatively small participations by Wells 
Fargo in syndicated facilities agented by other banks. 
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Andrew M. Cuomo 

Attorney General 


State of New York 
Office of the Attorney General 
■ 120 Broadway 
New York, NY 10271 

February 1 0, 2009 


(212) 41&S050 


Honorable Barney Frank 

Chairman, House Committee on Financial Services 
United States House of Representatives 
2129 Rayburn House Office Building 
Washington, DC 20515 


Re: Merrill Lynch 2008 Bonuses 


Dear Chairman Frank: 

1 am writing to provide you and your Committee with information concerning the 
executive compensation investigation currently being conducted by the Office of the New York 
Attorney General. 1 As you know, as part of that investigation, this Office is conducting an 
ongoing inquiry into the 2008 bonus payments made by Merrill Lynch & Co., Inc. 

On October 29, 2008, we asked Merrill Lynch to detail, among other things, their plans 
for executive bonuses for 2008, including the size of the bonus pool and the criteria they planned 
to use in determining what, if any, bonuses were appropriate for their top executives. On 
November 5, 2008, the Board responded and stated that any bonuses would be based upon a 
combination of performance and retention needs. However, Merrill did not provide my Office 
with any details as to the bonus pool, claiming that such details had not been determined. 

Rather, in a surprising fit of corporate irresponsibility, it appears that, instead of 
disclosing their bonus plans in a transparent way as requested by my Office, Merrill Lynch 
secretly moved up the planned date to allocate bonuses and then richly rewarded their failed 
executives. Merrill Lynch had never before awarded bonuses at such an early date and this 
timetable allowed Merrill to dole out huge bonuses ahead of their awful fourth quarter earnings 
announcement and before the planned takeover of Merrill by Bank of America. 

Merrill Lynch’s decision to secretly and prematurely award approximately $3.6 billion in 
bonuses, and Bank of America’s apparent complicity in it, raise serious and disturbing questions. 
By December 8, 2008, Merrill and presumably Bank of America must have been aware that the 
fourth quarter and yearly earnings results were disastrous. Indeed, on January 16, 2009, the 
companies announced that in the fourth quarter alone Merrill Lynch has lost $1 5.3 1 billion, and 


This information is being provided pursuant to Committee staff request. 
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more than $27 billion for the year. In the face of these losses, federal taxpayers were forced to 
help Bank of America acquire Merrill. Thus, Bank of America also announced on Januaiy 16, 
2009, that the federal government would invest $20 billion in the deal and provide $188 billion 
in protection against further losses primarily from the Merrill Lynch portfolio. These 
investments were in addition to the previous $25 billion in TARP funding that taxpayers had 
given to Bank of America. 

One disturbing question that must be answered is whether Merrill Lynch and Bank of 
America timed the bonuses in such a way as to force taxpayers to pay for them through the deal 
funding. We plan to require top officials at both Merrill Lynch and Bank of America to answer 
this question and to provide justifications for the massive bonuses they paid ahead of their 
massive losses. As you know, my Office recently issued subpoenas seeking the testimony of 
former Merrill Lynch CEO John Thain, as well as the testimony of Bank of America Chief 
Administrative Officer J. Steele Alphin. I expect we will also be seeking the testimony of other 
top executives at these firms. 

What my Office has learned thus far concerning the allocation of the nearly $4 billion in 
Merrill Lynch bonuses is nothing short of staggering. Some analysts have wrongly claimed that 
individual bonuses were actually quite modest and thus legitimate because dividing the $3.6 
billion over thousands upon thousands of employees results in relatively small amounts - 
estimated at approximately $91,000 per employee. In fact, Merrill chose to do the opposite. 
While more than 39 thousand Merrill employees received bonuses from the pool, the vast 
majority of these funds were disproportionately distributed to a small number of individuals. 
Indeed, Merrill chose to make millionaires out of a select group of 700 employees. Furthermore, 
as the statistics below make clear, Merrill Lynch awarded an even smaller group of top 
executives what can only be described as gigantic bonuses. 

Bearing in mind that Merrill moved up its bonus payments in advance of its announced 
$15 billion quarterly loss and $27 billion annual loss, we have determined that Merrill Lynch 
made the following bonus payments: 

• The top four bonus recipients received a combined $121 million; 

• The next four bonus recipients received a combined $62 million; 

• The next six bonus recipients received a combined $66 million; 

• Fourteen individuals received bonuses of $ 1 0 million or more and 
combined they received more than $250 million; 

• 20 individuals received bonuses of $8 million or more; 

• 53 individuals received bonuses of $5 million or more; 

• 149 individuals received bonuses of $3 million or more; 
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• Overall, the top 149 bonus recipients received a combined $858 
million; 

• 696 individuals received bonuses of $ 1 million or more. 

Again, these payments and their curious timing raise serious questions as to whether the 
Merrill Lynch and Bank of America Boards of Directors were derelict in their duties and 
violated their fiduciary obligations. We will also continue to examine whether senior officials at 
both companies violated their own fiduciary obligations to shareholders. If they did, this raises 
additional serious issues with regard to the inappropriate use of taxpayer funds. 

In this context, I represent the taxpayers who demand accountability, transparency, and 
responsibility. Taxpayers are being crushed by the losses on Wall Street and now are paying 
billions in bailout funds. My investigation into whether these bonus payments violated New 
York’s fraudulent conveyance statute and whether the lack of disclosures concerning these 
payments and other matters violated the Martin Act will continue. We will also continue to 
examine the circumstances surrounding any supposed guaranteed bonuses, their justifications, 
and Merrill’s obligations pursuant to them, once Bank of America produces more information 
concerning such bonuses. 

I look forward to continuing to cooperate with the Committee in any way possible to 



cc: Members of the House Committee on Financial Services 
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FOR IMMEDIATE RELEASE 

2/11/2003 

Contact: Lauren Love 
Press Department 
pressdepartment@rainbowpush.org 


Rev. Jesse Jackson's Congressional Testimony on the Administration of TARP Funds 


February 1 1 , 2009 
To:The Hon. Barney Frank 

From: Rev. Jesse L. Jackson, Sr., Rainbow PUSH Coalition 


Re:Transparency, Accountability and Objective Assessment of Performance 


Thank you for the opportunity to provide comments at your timely hearings on TARP accountability. 


I would state from the outset that accountability cannot be achieved without transparency, clearly defined strategic goals and measurable 
outcomes, and enforceable penalties for non-inclusion. Without these elements, it will be impossible to assure integrity and appropriate use 
of the billions of dollars in public funds allocated by Congress to TARP and the upcoming economic stimulus plans. 

Private corporations and public entities that have received, or will receive, government funds should be required (retroactively if need be) to 
report and disclose specifically how they have utilized public funds and validate that such funds are being used for their defined purposes. 

It is the position of the Rainbow PUSH Coalition that, in its essence, TARP and future economic stimulus programs should serve the “least of 
these." By that we mean that those families that have lost homes due to job loss or were targeted for poorly-conceived mortgages must 
receive direct relief and a path back to mainstream financial security. Specifically. Congress must devise stringent regulation and initiatives to 
fulfill these oft stated but yet to be implemented goals: 

1. Mitigate the home foreclosure crisis. 2.8 million foreclosures took place in 2008, up 80% from 2007, 225% since 2006. 10% of 
homeowners are now behind in mortgage payments, and another 2 million foreclosures are projected for 2009. It is time to permit 
homeowners facing foreclosure to modify their mortgages as a matter of right in Chapter 13 bankruptcy. This is the only system that has the 
capacity already in place to provide relief in a timely, equitable manner. The Congress is also urged to allocate significant funds to implement 
pubic and private proposals to restructure and modify loans, including the plans of Shelia Bair and the FDIC. 

Rainbow PUSH strongly endorses the NCRC's proposals to pass H.R. 703, and “the need for a broader-scale loan modification program, the 
need for the federal government to exercise its authority to purchase troubled assets in an effort to stem the foreclosure crisis, and the need 
for enhanced consumer protection through comprehensive anti-predatory lending legislation." [NCRC] 

Congress must provide incentives that motivate and ensure that TARP recipients-and future recipients of government funding-use allocated 
public funds for aggressive home foreclosure mitigation and restructure and modify the loans of millions of American families facing the loss 
of their homes. 

2. Open up the credit markets and lending to individuals and businesses. A prevailing rationale for TARP and the public funds provided to 
financial institutions was to open up the credit markets and lending to businesses. Business, especially small and minority businesses, rely 
on the credit markets to meet their monthly payroll and operating expenses, and for acquisitions to expand their businesses. Many are being 
thrown out of business or frozen in the tracks of the credit freeze. Instead of opening up lending and the credit markets, banks are using 
public funds to acquire other banks, or hoarding and holding the public funds they received. 


The Congress must devise legislation and effective measures to require or ensure that financial institutions open up the credit markets, and 
throw a lifeline to businesses and consumers in need. The nation cannot afford to discard an entire generation of business owners and 
consumers as financially unworthy. We must begin to build a bridge back to the financial mainstream for those individuals and businesses 
that bore the brunt of the nation’s economic crisis through no fault of their own. 


3. Student Loans. In today's economic recession, many youth are unable to go to school or stay in school due to the high cost of education 
and foe dearth of Pell Grants and student loans. Those that do receive student loans - now tagged at between 4%-8% - are burdened with 
paying off these foans for decades into their adult lives. 

Yet, today, the federal government is lending to banks and large financial institutions at interest rates of 1% or less. If banks can receive 


http://www.rainbowpush.org/FMPro?-db=rpodata.fp5&-format=rainbowpush%2fdata06%... 5/15/2009 
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government loans at 1%, so should our nation’s students 

4. Minority participation. Section 106 of tie TARP legislation called for “inclusion and contracting to the maximum extent possible, minority 
and women-owned businesses." There is no indication of any significant participation or inclusion of minority accountants, financial services 
firms, or other businesses in the TARP related contracting and sub-contacting. Inclusion of minority firms among TARP contractors is not 
only fair, but it is necessary and important because a diverse contactor base: 

a. Assures that the most qualified firms participate, regardless of size (we have painfully learned that size atone is no guarantee of 
competence.) 


b. Results in a more competitive bidding process and fairer contract fees, terms and conditions. 


c. Guarantees that nimble, "hungry” contractors who will put the government's business first improve the performance of all contractors. 


d. Neighborhoods and communities that need economic stimulus most actually receive it. 


The Treasury Department, and TARP recipients such as Bank of NY Mellon, JP Morgan Chase, Citi, Bank of America, and others have 
received comprehensive information about qualified minority firms. 


Congress should enact measures, and firms should act voluntarily, to forge partnerships to implement a strategic program, as outlined in HR 
384, to ensure minority participation in management, employment, contracting and business activities under TARP; and in the management 
of mortgage and securities portfolios, making of equity investments, and the sale and servicing of mortgage loans. Equally important are the 
monitoring, compliance and reporting requirement to collect real data on minority participation. 


5. Stabilization of the Automobile Industry. Since December, there has been a 4.4% decline in the overall manufacturing workforce, and 
minority employment has declined 1 8%. We are faced with the virtual extinction of small businesses operated by minority dealers and 
suppliers. It is imperative that there is Automotive Industry Inclusion of Minority Dealers and Suppliers. There is a need to restructure and 
amend the U.S. Small Business Administration (SBA) Act to assist minority dealers and suppliers that are socially and economically 
disadvantaged and have suffered massive economic injury as a direct result of the current economy, financial market collapse, bank credit 
freezing and current state of auto industry. 

e. Provide working capital assistance that is allocated specifically to socially and economically disadvantaged businesses of dealers and 
suppliers. 

f. Funding for job training and retraining, job retention and recruitment. 

g. Refinancing of indebtedness, support loans and loan guarantees, and an infusion of federal aid stipulated for dealers and suppliers. 


h. Consumer tax credits and empowerment zone tax credits. 

6. Greater Need for Transparency and Oversight. While Federal Reserve Chairman Ben Bernanke and then Treasury Secretary Henry 
Paulson acknowledged the need for transparency and oversight, the Treasury has entered into “non-disclosure" agreements with the entities 
to which it allocated the funds, specifically, the Custodian Bank - Bank of NY Mellon. 

Congress should enact measures requiring, as outlined in HR 384, the disclosure of this information to ensure transparency and 
accountability in the TARP. All efforts must also be made to encourage private firms to act voluntarily to disclose how they are using TARP 
funds. 

Conclusion 

Government oversight monitor Elizabeth Warren reported that Treasury lacks "a clearly articulated vision" for TARP and "has made limited 
progress in ... communicating an overall strategy" for it; that “it has not yet developed a strategic approach to explain how its various 
programs work together to fulfill TARP's purposes or how it will use the remaining TARP funds." 

We applaud the passage of HR 384, led by Congressman Frank, to tighten accountability rules under TARP, assert oversight and diligent 
reporting requirements, direct investment to stem the tide of foreclosures, facilitate bridge loans to the auto industry, and establish an Office 
of Minority and Women Inclusion at the Treasury Department to ensure minority participation in TARP contracts. 


In absence of regulation and congressional legislation, we urge private corporations and leaders to voluntarily act on these principles 
outlined above. 


It is now time for change. 


http://www.rainbowpush.org/FMPro?-db=Tpodata.lp5&-format=rainbowpush%2fdata06%... 5/15/2009 
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Office of Thrift Supervision 

NEWS 


1700 G Street, N.W., Washington, D.C. 20552 • Telephone {202) 906-6677 • www.ots.treas.Qov 


For Release: Contact: 

Wednesday, Feb. 1 1 , 2009 William Ruberry 

OTS 09-006 (202) 906-6677 


OTS Urges Temporary Halt to Foreclosures 

Washington, D.C. — The Office of Thrift Supervision (OTS) today urged OTS-regulated 
institutions to suspend foreclosures on owner-occupied homes until the Financial Stability 
Plan's "home loan modification program' 1 is finalized in the next few weeks. 

“OTS-regulated institutions would be supporting the national imperative to combat the 
economic crisis by suspending foreclosures until the new Plan takes hold,” OTS Director John 
Reich said. 

The Plan unveiled yesterday by Treasury Secretary Timothy Geithner commits $50 billion to 
prevent avoidable foreclosures by reducing monthly payments for homeowners. 

Reich and other OTS officials participated in tire interagency effort led by the Treasury 
Department to develop the Plan. 

Preventing avoidable foreclosures is an essential ingredient for economic recovery. After 
proposing an OTS Foreclosure Prevention Proposal a year ago, agency leaders have been 
testifying on Capitol Hill about foreclosure prevention alternatives, discussing approaches with 
industry trade groups and working with other bank regulators to keep American families in 
their homes. 


##### 

The Office of Thrift Supervision, an office of the Department of the Treasury, regulates and supervises the nation's 
thrift industry. The OTS’s mission is to ensure the safety and soundness of, and compliance with consumer 
protection laws by, thrift institutions, and to support their role as home mortgage lenders and providers of other 
community credit and financial services. The OTS also oversees the activities and operations of thrift holding 
companies that own or control thrift institutions. Copies of OTS news releases and other documents are available 
at the OTS web page at www.ots.treas.yov . 


2/11/2009 
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November 28, 2008 

Rein in the credit card games 

BY ADAM J. LEVITIN 

As every sector of the American economy lines up to sit on Congress' lap and ask for an early 
Christmas present, things aren't looking so good for American consumers. The visions dancing in 
their heads are not of sugar plums, but of unemployment, debt, and foreclosures. They're wondering 
how they are going to pay for Christmas presents. 

Now we learn that Treasury Secretary Henry Paulson wants to save Christmas, by using taxpayer 
funds to bolster the credit card market. But before we shower taxpayer dollars indiscriminately at 
every down-at-heel, ragamuffin credit card lender, we should take a hard look at how they got 
themselves into so much trouble. Just throwing money at the credit card industry without requiring a 
systemic change in how it does business is merely asking for a repeat of the crisis. 

The card industry’s business model is the heart of the problem and needs to change. Just as with 
subprime mortgages, the credit card business model creates a perverse incentive to lend 
indiscriminately and ignore delinquencies. Card issuers make money on every credit card transaction, 
regardless of whether the consumer ultimately pays a finance charge. The issuer receives around 2% 
of every transaction in a fee paid by the merchant (and passed on to all consumers in the form of 
higher prices). This fee is called the interchange fee. Card issuers will collect about $48 billion in 
interchange fees this year. 

Because interchange is based on transaction volume, it creates an incentive for banks to issue as 
many cards as possible, regardless of the creditworthiness of the borrower. By creating a huge 
revenue stream unrelated to credit risk, interchange encourages card issuers to engage in reckless 
lending - and virtually every credit card loan is a “liar loan” with no income verification. 

Banks have compounded this problem by shifting much of the loan risk to investors through 
securitization. When card issuers securitize credit card debt, they transform the credit card debt into a 
pool of assets used to pay off bonds. If the pool turns out not to be large enough, the bond investors 
take the loss. But if there’s a surplus, it goes to the card issuer. 

While card issuers sell off most of the default risk, they keep any upside that comes from inflating 
their fees and rates. This is a heads I win, tails you lose situation and leads the banks to increase 
fees and interest rates on securitized debt. If the higher fees and rates cause more defaults, it is 
investors who bear the loss, if the higher fees result in more income, however, it is the card issuer, 
not the investors, who benefit. 

In order to ensnare consumers in these fees, the card companies employ an ingenious system of 
billing tricks and traps. The hallmark of credit card pricing is obfuscation through disclosure. Card 
issuers have created enormously complex pricing structures, with multiple interest rates and fees. On 
top of this Byzantine structure, issuers then layer a filigree of abusive and deceptive billing practices, 
buried in reams of fine print. 

Making the total cost of using a card utterly inscrutable allows issuers to play a game of three-card 
monte. Card issuers distract consumers from the total price of credit cards by emphasizing teaser 
interest rates and rewards programs. Meanwhile, issuers raise the back-end fees that consumers 
inevitably underestimate. Since the 1990s, overlimit fees have gone up over 115% and late fees over 
160%. The rise of these fees has a 99% correlation with the growth of securitization. Because credit 
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card pricing is opaque, the market cannot function efficiently, and consumers inevitably misuse credit 
cards to their detriment. 

The tricks and traps in the fine print alone cost consumers over $12 billion last year, and this is only a 
fraction of the pain inflicted by the one-two punch of interchange fees and abusive interest rates 

Most consumers spend responsibly and live within their means, but the banks have devised a system 
to encourage reckless overspending - and enrich themselves in the process. But it turns out the 
maze of tricks and traps even fooled the banks. As delinquencies rise, they are looking for a handout. 
Whether or not they get it, we need to learn something from this crisis and fix the credit card business 
model or well all be in line for some special lumps of coal in a Christmas future. 

ADAM J. LEVITIN teaches bankruptcy and commercial law at Georgetown Law. 


http://www. freep.com/apps/pbcs.dll/article? AID=/2008 1 128/OPINION05/8 1 1 26092&tem... 


12/1/2008 



337 


GHANGEIWIN 


I 1900 1 Street. NW j phone 202-721-0660 

Suite 900 j fax 202-721 -0661 

I Woshhtglon. DC 20014 i mw ehangpitwtn oro 


leader ship Council February 10, 2009 


Anna Burger 
Chair 

Change to Win 
/nferjiaHwat 
Secretary- Treasurer 
Service Employees 
International Union ISBUl 


Edg.n Romney 
Secretary- Treasure/ 
Change to Win 
Executive Vice President 
UNITE HERE 


Steve Bartlett 

President and CEO 

The Financial Services Roundtable 

1001 Pennsylvania Ave. N.W. 

Suite 500 South 

Washington, DC 20004 

Dear Mr. Bartlett: 


Joseph Hansen 
International President 
United Pood and 
Commercial Workers 
International Union (UFCWI 


Jamas p Hoffa 
General President 
international Siotherhood 
of Teamsters OUT) 


Gciatyn Lutiy 
tntcinatwnat Wte President 
United food and 
Commercial Woikoi s 
international Union (UPCVV) 


The failure of the financial services industry to manage risk has led to the most severe 
economic crisis since the Great Depression. And, while the managers responsible for 
the meltdown benefit from a taxpayer bailout that soon could exceed one trillion 
dollars, millions of workers are losing their jobs and many more are losing their 
retirement savings. At a time when the industry must devote every effort to economic 
recovery, it is shameful that the Financial Services Roundtable makes lobbying 
against the right of workers to organize a legislative priority and, worse yet, is using 
taxpayer-financed TARP subsidies to do so. 

As the House Committee on Financial Services prepares to take up TARP 
Accountability at tomorrow’s hearing, 


0 oug las J. Me Cat ron 
General President 
United Brotherhood 
of Carpenters 
and Joiners 
of Amenta It )8RI 


Tm once M O'Sullivan 
General President 
La bore i s' International Union 
of North Amenta II IUNA) 


Bruce Raynor 
General President 
UNITE HERE 


the ir.cmbership.of any bailout recipwijubiius eugagctUii similar pauisan political ... 
Jfituffi y. Having already undermined the economic security of America’s working 
families, it is time for the financial services industry to focus on putting its own house 
in order and stop spending taxpayer money attacking workers. 

As you know, the Roundtable lobbied against the Employee Free Choice Act in 2007 
and throughout 2008, and continues to focus on the issue in 2009. In fact, Employee 
Free Choice is included among your recently released 2009 priorities and is a 
highlighted topic at your 2009 Spring Meeting in Naples, Florida beginning on March 
25th. 


At Into 5 Rinfligill'i 
President 

United I arm Workers 
ol America UJIAVi 


Ancftctv l Stern 
Mei fiatnvat President 
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lot ut ii.iiintiiil tin. ui> (SEml 


The Roundtable’s partisan political priorities are especially disturbing given that your 
members have so far received the lion’s share of federal bailout funds. According to 
current data on your website, Roundtable members account for 78 percent of the $256 
billion in capital injections so far approved for financial services firms under TARP. 
In addition to providing the Roundtable with substantial membership dues, TARP 
recipients are also major contributors to your PAC. 



338 


Steve Bartlett 
February 10, 2009 
Page 2 of 3 


Individual Roundtable member companies, including at least two with representatives on the 
Roundtable’s board of directors - J. Barry Griswell, Chairman of the Principal Financial Group 
and Liam E. McGee, President of Global Consumer and Small Business Banking at Bank of 
America - have also engaged in direct partisan opposition to Employee Free Choice. Principal 
Financial Group, which has applied for up to $2 billion in bailout funds, lobbied against 
Employee Free Choice throughout 2007 and 2008. 

Similarly, Bank of America, among the largest bailout recipients, sponsored an event on October 
17 lh — only three days after it received $25 billion in bailout funds — that was used to solicit 
campaign contributions from its clients for Senate candidates opposed to the Employee Free 
Choice Act who were then locked in tight election races. According to Home Depot co-founder 
Bemie Marcus, one of the featured speakers on what Bank of America billed as an analysts’ call 
to discuss Employee Free Choice, 

...If a retailer has not gotten involved with this, if he has not spent money on this election, 
if he has not sent money to Norm Coleman and these other guys, [then those retailers] 
should be shot; should be thrown out of their goddamn jobs. 

After a January 27 >h Huffmgton Post story described the Bank of America call, five good 
government groups called on Congress to investigate whether the bank or other large bailout 
recipients have used taxpayers dollars to send “large contributions’” to any political 
organizations. Their request follows a Senate bill recently introduced by Senators Feinstein and 
Snowe that would prohibit any bailout recipient from using such funds for lobbying expenditures 
or political contributions. As Senator Feinstein said in originally proposing this Act, “Federal 
dollars were not intended to be used for lobbying, and it would be unconscionable for these 
companies to misuse taxpayer dollars in this way.” 

Any private use of taxpayer funds to influence the political process, whether by individual TARP 
recipients or the industry association they fund, raises serious questions. But partisan political 
activity by the Roundtable and its members with respect to Employee Free Choice crosses the 
line and constitutes an indefensible abuse of taxpayer money. It violates the intent of Congress, 
conflicts with Obama Administration policies prohibiting government contractors from using 
federal funds to oppose union organizing and throws a body blow to the working men and 
women who are paying for the bailout and whose economic security has already been ravaged by 
the excesses of your members. 

It is time that Financial Services Roundtable and its members stop using taxpayer money to pay 
Congressional lobbyists and raise money for political candidates in order to deny workers a fair 
opportunity to organize free from employer interference and start fixing the nation’s financial 
system. I look forward to your response. 
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Sincerely, 


Anna Burger 


lyOVA-^/~„ 


cc: Rep. Barney Frank, Chairman, House Committee on Financial Services 

Rep. Spencer Bachus, Ranking Member, House Committee on Financial Services 

Sen. Christopher Dodd, Chairman, Senate Committee on Banking, Housing, and Urban 
Affairs 

Sen. Richard Shelby, Ranking Member, Senate Committee Banking, Housing, and Urban 
Affairs 

Elizabeth Warren, Chair, Congressional Oversight Panel 
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Legislative Resource Center 
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B-I06 Cannon Building 

232 Hart Building 

Washington, DC 20515 
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LOBBYING REPORT 


Lobbying Disclosure Act of 1995 (Section 5) - All Filers Are Required to Complete This Page 


1. Registrant Name 0 Org»nl;r*tioa/t.obbyiag Firm s« If Employed Individual 

FINANCIAL SERVICES ROUNDTABLE 

2. Address O Check if different than previously reported 

Address I 1001 PENNSYLVANIA AVE, NW Address! 500 SOUTH 


city WASHINGTON 

Stale DC 

Zip Code 20004 - 

Country USA 

3. Principal place of business (if different than line 2) 



City 

State 

Zip Code 

Country 

4a. Contact Name 

BRENDA K. BOWEN 

b. Telephone Number c. E-mail 

1 | lotfrnatlonsl Number 

( 202 ) 289-4322 brenda@fsround.org 

5. Senate ID# 

5290-12 

7, Client Name [3 Self Q Check if client is a slate or local government or instrumentality 

FINANCIAL SERVICES ROUNDTABLE 

6 . House ID# 

308210000 


TYPE OF REPORT 8 . Year 2008 Q 1 (i/i-wi) □ Q 2 m-trn) □ Q 3 (7/1-9/30) □ <54 ( 10/1 - 1201 ) 0 
9. Check if this filing amends a previously filed version of this report □ 


10. Check if this is a Termination Report □ Termination Date 11. No Lobbying Issue Activity O 


INCOME OR EXPENSES - YOU MUST complete either Line 12 or Line 13 

12. Lobbying 

13. Organizations 

INCOME relating to lobbying activities for this reporting period 
was: 

EXPENSE relating to lobbying activities for this reporting period 
were: 



§5,000 or.ffifiUE □ $ 

SS.OOO or more 13 $ $ 1,600,000.00 

Provide a good faith estimate, rounded to the nearest $10,000, 
of all lobbying related income from the client (including all 
payments to the registrant by any other entity for lobbying 
activities on behalf of the client). 

14. REPORTING Check box to indicate expense 

accounting method. See instructions for description of options. 

[3 Method A. Reporting amounts using LDA definitions only 

("I Method B. Reporting amounts under section 6033(b)(8) of the 

Internal Revenue Code 

f7| Method C. Reporting amounts under section 162(e) of the Internal 
Revenue Code 

Signature Filed Electronically 

Date 01/21/2009 


Printed Name and Tine Richard M.Whiting, Executive Director & General Counsel 

>6,0. If Pagej of 32 
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ADDENDUM for G.mr.l Lobby!.* Issue Are.: [CSP - CONSUMER ISSUES/SAFETY/PRODUCTS | 

H.R. 2365, tax practitioners for infringement of a patent for tax bill; 

S. 1145, the Patent Reform Act of 2007; 

Social Security Verification; 

H.R. 948, the Social Security Number Protection Act of 2007; 

H.R. 800, the Employee Free choice Act of 2007; 

H.R, 1752, Expanding American Homeownershlp Act of 2007; 

H.R. 1852, the Expanding American Homeownership Act of 2007; 

H.R. 3046, the Social Security Number Privacy and Identify Theft Prevention Act of 2007; 
Student Loans Continued; 

H.R. 5, the College Student Relief Act of 2007, 

S. 359, Student Debt Relief Act of 2007; 

Higher Education Access Act of 2007; 

H.R. 5280, Stop Unfair Practices in Credit Cards Act of 2008; 

H.R. 5244, Credit Cardholders Bill of Rights; 

H.R. 6126 Fairness in Nursing Home Arbitration Act; 

H.R. 3012, the Fair Mortgage Practices Act; 

H.Con. Res 28; 

S. 1299, Borrower Protection Act; Credit Card; 

S. 1 395, the Stop Unfair Practices in Credit Cards Act of 2007, 

Optional Federal Charter, 

H.R. 3200 the National Insurance Act of 2007; 


printed Name and Title Richard M.Whiting, Executive Director & General Counsel 

vtf.O.lf Pago 10 of 32 
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Clerk of the House of Representatives 

Secretary of the Senate 

Legislative Resource Center 

Office of Public Records 

B- 106 Cannon Building 

232 Hart Building 

Washington. DC 20515 

Washington, DC 20S 10 

httoWJobbvinsdisclosure.house.eov 

httn:/Avww.senQte.fioWjpbbv 


LOBBYING REPORT 


Lobbying Disclosure Act of 1995 (Section 5) - All Filers Are Required to Complete This Page 


1. Registrant Name (7) Org»iu*eti0B/Lcbbj>™g Finn Q Self Employed iadividm! 

FINANCIAL SERVICES ROUNDTABLE 

2. Address □ Check if different than previously reported 

Addressi 1001 PENNSYLVANIA AVE, NW A dta2 500 SOUTH 


city WASHINGTON 

State DC 

Zip Code 20004 - 

Country USA 

3. Principal place of business (if different than line 2) 



City 

State 

Zip Code 

Country 

4a. Contact Name 

BRENDA K. BOWEN 

b. Telephone Number c. E-mail 

H International Number 

(202)289-4322 brenda@fsround.org 

5. Senate ID# 

5290-12 

7. Client Name 0 Self 0 Check If dieni is a slate or local government or instrumentality 

FINANCIAL SERVICES ROUNDTABLE 

6. House ID# 

308210000 


TYPEOFREPORT 8. Year 2008 Q1 (1/1-3/31) □ Q2 «/!-«30)D Q3 (7/I-SOT) 0 Q 4 ( 10/1 - 12 fll) □ 


9. Check if this filing amends a previously filed version of this report □ 


10, Check if this is a Termination Report □ Termination Date 1 1 . No Lobbying Issue Activity □ 


INCOME OR EXPENSES - YOU MUST complete either Line 12 or Line 13 

12. Lobbying 

13. Organizations 

INCOME relating to lobbying activities for this reporting period 
was: 

EXPENSE relating to lobbying activities for this reporting period 
were: 


Loss than SS 000 0 

$5.000 or more □ $ 

S5.00P or more 0 $ $ 1,800,000.00 

Provide a good faith estimate, rounded to the nearest $10,000, 

of all lobbying related income from the client (including all 

payments to the registrant by any other entity for lobbying 

activities on behalf of the client). 

14. REPORTING Check box to indicate expense 

accounting method. See instructions for description of options. 

Q Method A. Reporting amounts using LDA definitions only 

□ Method B. Reporting amounts under section 6033(b)(8) of the 

Internal Revenue Code 

171 Method C. Reporting amounts under section 162(e) of the Internal 
Revenue Code 

signature Filed Electronically 

Date 10/17/2008 


printed N»me and Tine Richard M.Whiting, Executive Director & General Counsel 

v6.0.U Page j; of 30 










343 


ADDENDUM for General Lobbylns Issue Arc,: |CSP - CONSUMER ISSUES/SAFETY/PRODUCTS] 

H.R. 2365, tax practitioners for infringement of a patent for tax bill; S,. 1145, the Patent Reform Act 
of 2007; Social Security Verification; H.R. 948, the Social Security Number Protection Act of 
2007;H.R. 800, the Employee Free choice Act of 2007, H.R. 1752, Expanding American 
Homeownership Act of 2007; H.R. 1 852, the Expanding American Homeownership Act of 2007; 
H.R. 3046, the Social Security Number Privacy and Identify Theft Prevention Act of 2007; Student 
Loans Continued; H.R. 5, the College Student Relief Act of 2007, S. 359, Student Debt Relief Act 
of 2007; Higher Education Access Act of 2007; H.R. 5280, Stop Unfair Practices in Credit Cards 
Act of 2008; H.R. 5244, Credit Cardholders Bill of Rights; H.R. 61 26 Fairness in Nursing Home 
Arbitration Act and S. 2838; H.R. 3010, Arbitration Fairness Act of 2008; H.R. 5312, Automobile 
Arbitration Fairness Act of 2008 


Printed Name and Tide Richard M.Whiting, Executive Director & General Counse l 

vfi.O.lf Page 10 of 30 
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Clerk of the House of Representatives 

Secretary of the Senate 

Legislative Resource Center 

Office of Public Records 

B-106 Cannon Building 

232 Hart Building 

Washington, DC 20515 

Washington, DC 20510 

htto://1obbvinfidisciosnre.housc8ov 

ht1o:/Avww.senafe.£ov/lobbv 


LOBBYING REPORT 


Lobbying Disclosure Act of 1 995 (Section 5) - AH Filers Are Required to Complete This Page 


1. Registrant Name 0 Orgt&izifion/Lobbyint Pino Q Self Employed Individual 

FINANCIAL SERVICES ROUNDTABLE 

2. Address □ Check if different than previously reported 

Address i 1001 PENNSYLVANIA AVE, NW Address 500 SOUTH 


city WASHINGTON 

State DC 

Zip Code 20004 - 

Country USA 

3, Principal place of business (if different than line 2) 



City 

State 

Zip Code 

Country 

4a. Contact Name 

BRENDA K. BOWEN 

b. Telephone Number c. E-mail 

f~] International Numbtr 

(202) 289-4322 brenda@fsround.org 

5. Senate ID# 

5290-12 

7. Client Name E3 Self Q Check if client Is a state or local government or Instrumentality 

FINANCIAL SERVICES ROUNDTABLE 

6. House ID# 

308210000 


TYPEOFREPORT S.Year 2008 Q 1 (1/1-3/31) n Q 2 (4/1-6/30) 13 Q3 (7/1-9/30) □ Q4 C10/1-12/31) □ 
9. Check if this filing amends a previously filed version of this report Q 


10. Check if this is a Termination Report □ Termination Date 1 1 . No Lobbying Issue Activity □ 


INCOME OR EXPENSES - YOU MUST complete either Line 12 or Line 13 

12. Lobbying 

13. Organizations 

INCOME relating to lobbying activities for this reporting period 
was: 

EXPENSE relating to lobbying activities for this reporting period 
were: 



$MQQ° r tapis □ S 

SS.000 or more 17] $ $ 1,860,000.00 

Provide a good faith estimate, rounded to the nearest $10,000, 
of ail lobbying related income from the client (including all 
payments to the registrant by any other entity for lobbying 
activities on behalf of the client). 

14. REPORTING Check box to indicate expense 

accounting method. See instructions for description of options. 

n Method A. Reporting amounts using LDA definitions only 

|~~1 Method B. Reporting amounts under section 6033(b)(8) of the 

Internal Revenue Code 

171 Method C. Repotting amouuts under section 162(e) of ihe Internal 
Revenue Code 

signature Filed Electronically 

Date 07/21/2008 


printed N»me and Title Richard M.Whiting, Executive Director & General Counsel 

v6.0.!f PageJ of 29 
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ADDENDUM for Control Lobbylne Issue Areal |CSP - CONS UME R ISSUES/SAFETY/PRODUCTS ] 

H.R. 2365, tax practitioners for infringement of a patent for tax bill; S„ 1145, the Patent Reform Act 
of 2007; Social Security Verification; H.R. 948, the Social Security Number Protection Act of 
2007;H.R. 800, the Employee Free choice Act of 2007, H.R. 1752, Expanding American 
Homeownership Act of 2007; H.R. 1 852, the Expanding American Homeownership Act of 2007; 
H.R. 3046, the Social Security Number Privacy and Identify Theft Prevention Act of 2007; Student 
Loans Continued; H.R. 5, the College Student Relief Act of 2007, S. 359, Student Debt Relief Act 
of 2007; Higher Education Access Act of 2007; H.R. 5280, Stop Unfair Practices in Credit Cards 
Act of 2008; H.R. 5244, Credit Cardholders Bill of Rights; H.R. 6126 Fairness in Nursing Home 
Arbitration Act 


Printed Name and Title Richard M, Whiting, Executive Director & General Counsel 

v6.0.H Page JO of 29 
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Clerk of the Home of Representatives 
Legislative Resource Center 
B-106 Cannon Building 
Washington, DC 205 15 


Secretary of the Senate 
Office of Public Records 
232 Hart Building 
Washington, DC 205 10 


LOBBYING REPORT 



Lobbying Disclosure Act of 1995 (Section 5) - AH Filers Are Required to Complete This Page 


1. Registrant Name [T] Org*n>**tioa/LobbyiiH Firm Self Employed Individual 

FINANCIAL SERVICES ROUNDTABLE 

2. Address O Cheek if different than previously reported 

Address 1 1001 PENNSYLVANIA AVE, NW A dd re!S 2 500 SOUTH 


city W ASHINGTON 


3. Principal place of business (if different than line 2) 
City 


State DC Zip Code 20004 


BRENDA K. BOWEN 


b. Telephone Number c. E-mail 

0 International Number 

(202)289-4322 brenda@fsround.org 


7, Client Name El Self Q Check if client Is a stale or local government or Instrumentality 

FINANCIAL SERVICES ROUNDTABLE 


Country USA 


5290-12 


308210000 


TYPE OF REPORT 8. Year 2008 Q1 (1/1 - 3/31) 0 Q2 (4/1 - 6/30) □ Q 3 (7/1-9/30) □ Q 4 ( 10/1 - 12/31) □ 

9. Check if this filing amends a previously filed version of this report □ 

10. Check if this is a Termination Report □ Termination Date 11. No Lobbying Issue Activity □ 


INCOME OR EXPENSES - YOU MUST complete either Line 12 or Line 13 


12. Lobbying 13. Organizations 

INCOME relating to lobbying activities for this reporting period EXPENSE relating to lobbying activities for this reporting period 
was: were: 

less than SS.000 Q Less than $5.000 Q 


Provide a good faith estimate, rounded to the nearest $10,000, 
of all lobbying related income from the client (including ail 
payments to the registrant by any other entity for lobbying 
activities on behalf of the client). 


signature Filed Electronically 


S5. 000 or more 0 $ $ 2,500,000.00 

14. REPORTING Check box to indicate expense 

accounting method. See instructions for description of options. 

0 Method A. Reporting amounts using LDA definitions only 

|~1 Method B. Reporting amounts under section 6033(b)(8) of the 
Internal Revenue Code 

0 Method C. Reporting amounts under section 162(e) of tho Internal 
Revenue Code 


Date 04/21/2008 


Printed Name and Title 


Richard M. Whiting, Executive Director & General Counsel 
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ADDENDUM f»r General Lobbying Issue Aren: |CSP - CONSUMER ISSUES/SAFETY/PRODUCTSl 

the National insurance Act of 2007; H.R. 2365, tax practitioners for infringement of a patent for tax 
bill; S,. 1145, the Patent Reform Act of 2007; Social Security Verification; H.R. 948, the Social 
Security Number Protection Act of 2007;H.R. 800, the Employee Free choice Act of 2007, H.R. 
1752, Expanding American Homeownershlp Act of 2007; H.R. 1852, the Expanding American 
Homeownership Act of 2007; H.R. 3048, the Social Security Number Privacy and Identify Theft 
Prevention Act of 2007; Student Loans Continued; H.R. 5, the College Student Relief Act of 2007, 
S. 359, Student Debt Relief Act of 2007; Higher Education Access Act of 2007; 


printed Name and Title Richard M.Whlting, Executive Director & General Counsel 


vC.O.lf 


Page 10 of 28 
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Qefk of the House erf Representatives Secretary of the Senate 
Legislative Rasowce Center Office of Pufcfc Records 

B-1 8? Cannon Bulking 232 Hart Bu&Sng 

Washngtog DC 20515 Wasfrngtog PC 2051 0 


Secretary of the Senate 
Received: Aug 02, 2007 


'LOBBYING REPORT 

Lobbying 0i«do*UMS Ad of 1 935 (Section 5} - Ail Filers Are Required T o Complete This Page 
1. Registrant Name: 

FINANCIAL SERVICES ROUNDTABLE 
i Address: 

1001 PENNSYLVANIA AVE, NW 500 SOUTH. WASHINGTON, DC 20004 

3. PtincqW place of busrnass fit d?f went from Ore 2t 

4. Contact Name: PETER BURKETT SANDEL 
telephone: 20228S4322 
EipalfoptnnalL Peter@fsrot«lorg 

Senate© #: 5290-12 
House ID B: 30821000 

7. CSent Name: IX i S e? 


TYPE OF REPORT 

0. Ye w 20 07 Midyear (January 1 -June XL (5?) OR Year End (Jdyl • December 31): Q 

S Check if this fSng amend* a previous Bed YMdon of lh« lepoft: Q 

10. Check if this i* a Termination Repot Q => Termhabon Date: 11. No Lobbying Activity: Q 

(NCOMEOR EXPENSES 


Complete Either Ime 12 OR Line 13 


12. Lobbying Firms 

INCOME (dating Jo lobbyng gdrvfces for this repertng period war. 

Less than $10,000: Q 

$1 0,000 or more: f~l»> Income (nearest $20,000$: 

Provide a good fai^t estimate, rounded to the nearest $20,000. of ai lobbying related income from the client (including aS pajments to the 
registrant by ary other entity for lobbying aedvitie* on behal of the dent). 


13. Organizations 

EXPENSES relating to fobbing activities for this reporting period were: 
Less than $10,000: Q 

$1 0,000 or more: [%1°> Expenses (nearest $20.0001 3,1 60.000. X 


14. Reporting Method. 

Check bo* to indicate expense acccurting method Sea hstruebom for desorption of colons. 


m 


Method A. Reporting amounts using IDA defWtions only 

Method B. Reporting amounts under section 6033(b)(8) of the Internal Revenue Code 

Method C. Reporting amount* under section 162(e) cf the Internal Revenue Code 


Page 1 
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RegisbontNams: FINANCIAL SERVICES ROUNDTABLE Client Name: Self 

LOBBYING ACTIVITY. 

Select a* many codes as necessary to reflect foa general issue areas h which the recant engaged h lobbying on behaf of foe cSent 
tk»inglhft!«patingpa{iod Uwjg « septate page for each code, provide information as requested. Attach additional page{$) as 
needed 

15. General issue area code; CSP {one per page] 


1 6. Specific lobbying issuer. 

Data 8 leech/ id Theft/ Spyware, H R. 1525. the Internet Spywaie f-SPV] Prevention Act erf 2007, H.R. 348. the Social Security 
Number Protection Act of 2007, H.R. 384, the "SfV Act of 2007, NcrypriWArtiT^edafory Lending, H.R. 526, Hnmeowra ship end 
Responsible tending Act H.R. 30! 2, the Fox M origage Practice* Act H. Con Res. 28. S. 1 239, Borrower Refection Act, Credit 
Card/interehango Fees, S. 1 X£, the Stop Unfair Practices in &edft Cards Act of 2007, Optional Federal Charter, H.R. 3200, the N atonal 
Irwtaence Act trf 2037, $. 40. the National 1 rota ance Act ot 2007, Patent Reform, H.R. 1908, the Potent Reform Act of 2007, H.R. 2365, 
tax prectiionert for Mihgement erf a patent for tax bd, S. 1 1 45, the Patent Reform Act of 2007, SocW Security Verficaficrt H.R. 948, the 
Social Security Number Protection Act of 2007, H.R. 800, foe E mplcyee Free Choice Act of 2007, H.R. 1752, Expanding American 
Homeowner ship Act of 2007, H.R. 1 852, the E xpandng American Homeowner sNp Ad of 2007, H.R. 3046, foe "Social Scanty Number 
Privacy and Identity Theft ReventionAct of 2007, Student Loans Continued, HR 5, the Ccfege Student Relief Act of 2007, S. 359, 
Student Debt Refef Act erf 2007, Higher Education Access Act of 2007, 

17. Houses) cl Congress and Federal agendas contacted 
Commerce, Dept of P0C) 

Federal Recervo System 
Federal Trade Commission (FTC) 

HOUSE OF REPRESENTATIVES 
Office of Management t Budget (0MB) 

Office of the Ccmptiofcr of foe Cwency (GCC) 

SENATE 

SeorJies & Exchange Dyjvdtsion (SEC) 

Treattsy, Dept of 

U.S. Trade Representative (USTR) 

Whrte House Office 


18. Name of each individual who acted as a lobbyist h this issue area; 

Name; BARBOUR. ANDY 
Covered Official Position pf appfcabta): N/A 
Name; BARTLETT, STEVE 

Covered Official Portion (if appfcabie): N/A 
Name: BEGEY,PAUL 

Covered 0 [fidal Position (if appfccabte): N/A 
Nama DALTON, JOHN 
Covered Official Position (if appScabie): N/A 
Names LEONARD, PAUL 
Covered Official Position [if appfcabteb H/A 
Name: L0NG8RAK£,BILL 

Covered Official Position frf appfcable): N/A 
Name: LUDGIN. PETER 

Covered Official Position [if appfcable) N/A 
Name: SANDEL PETER 
Covered Official Position (if appfceWe} N/A 
Name: STEVENS, KATIE 
Covered Official Position (if applicable^ N/A 
Name: TALBOTT, SCOTT E. 

Coveted Officii Position fif applicable]: N/A 


13 Interest of each foreign entity h foe specific issues listed on Ine 16 abov&None 


Page 8 
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Wall Street Journal Op-Ed: Don’t Push Banks to Make Bad Loans 
Contrary to myth, commercial bank lending is up. So are standards. 

By BERT ELY 

There is a widespread belief that banks are now refusing to lend as much as they should, and 
that Congress should pressure them to extend more credit to consumers and businesses. 

In reality, banks as a whole increased their lending during 2008 — the notion they haven't is 
based on a misunderstanding of U.S. credit markets. Pressuring banks to lend more could 
backfire. . 

Lost in too many discussions of the financial sector is that banks and other depository 
institutions account for only 22% of the credit supplied to the U.S. economy (down from 
40% in 1982). "Shadow banking" — notably asset securitization and money-market mutual 
funds — now supplies 33% (up from 14%). Insurance companies, other financial 
intermediaries, nonfinandal firms and the rest of the world provide the balance. 

As far as commercial banks go. Federal Reserve data released last week show that their 
lending increased 2.36% during the last quarter of 2008. For all of 2008, commerdal-bank 
lending rose by $386 billion, or 5.63%, even as the economy slid into recession. Over that 
12-month period, business lending jumped $152 billion, or 10.6%, real-estate loans were up 
$213 billion, or 5.9%, and consumer lending rose $73.5 billion, or 9%. Other categories of 
bank lending such as loans to farmers, broker-dealers and governments, declined $53.2 
billion, or 5.4%. 

Fed data also show that during the first three quarters of 2008, the total amount of credit 
supplied to the economy increased $1.91 trillion, or 3.8%, with $540 billion of that amount 
coming from foreign lenders. 

Nevertheless, Treasury recendy demanded that the 20 largest recipients of government 
capital investments start providing detailed monthly reports about their lending and 
investment activities. This new requirement could lead to government lending mandates. 
That would not be a good idea. 

In the first place, the drop in stock-market and house prices has made m il lio ns of families 
feel poorer and led them to save more than in recent years. It has also encouraged them 
(especially Baby Boomers approaching retirement) to pay off debt They don't need more 
debt. 

More broadly, many of the most creditworthy neither need to nor want to borrow right now. 
Richard Davis, CEO of U.S. Bancorp, recently said that he is seeing the demand for loans 
diminish at his and other banks "from people and businesses spending less and traveling less 
and watching their nickels and dimes." 

Lenders moreover have tightened lending standards, correcting an excessive laxness that 
contributed to our financial mess. Zero or very low down-payment mortgages are out, as are 
"covenant light" corporate loans. Likewise, lenders have trimmed credit-card li mits and cut 
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the amount of money available under home equity lines of credit as home values have 
declined. 

And contrary to the "lend more" message broadcast from inside the Washington Beltway, 
bank examiners are criticizing weak loans and forcing banks to tighten lending standards. 
Bankers are caught in a vise between politicians and examiners. 

A lot of the credit tightness is a reflection of the near-collapse of loan securitization. Recent 
Fed plans to buy asset-backed securities may help revive asset securitization, but bankers 
have no control over the fate of that initiative. 

The economy is in recession and working off the consequences of a housing bubble fed by 
excessive mortgage credit Given that loan demand typically falls during a recession, it's 
amazing that bank lending increased as much as it did last year. It was essentially flat during 
the 2001 recession. 

Bankers should always lend prudently, as they are now doing. If they are jawboned or worse 
by Washington into reckless lending, the U.S. will set itself up for another debt crisis, even 
before the present mess has been cleaned up. 

Mr. Ely, the principal in Ely dr Co. Inc., is a financial institutions and monetary polity consultant. 


o 



